BUDGET  ISSUES  RELATING  TO  MEDICARE 


Y  4.  W  36: 103-15 

Budget  Issues  Relating  to  Hedicare*...    llNvjO 

„a:.x  v^aE  the 

SUBCOMMITTEE  ON  HEALTH 

OF  THE 

COMMITTEE  ON  WAYS  AND  MEANS 
HOUSE  OF  REPRESENTATIVES 

ONE  HUNDRED  THIRD  CONGRESS 
FIRST  SESSION 


Payment  Under  Part  A  of  the  Medicare  Program  and 
Pajnnent  for  Hospital  Outpatient  and  End-Stage  Renal 
Disease  Services 

MARCH  18,  1993 

Payment  Under  Part  B  of  the  Medicare  Program  for  Phy- 
sician Services,  Clinical  Laboratory  Tests,  and  Durable 
Medical  Equipment 

MARCH  25,  1993 

Payment  Under  Part  B  of  the  Medicare  Program  for  Clin- 
ical Laboratory  Services,  Durable  Medical  Equipment, 
Physician  Ownership  and  Referral  Arrangements,  and 
Other  Medicare  Reconciliation  Issues 

APRIL  20,  1993 


Serial  103-15 


Printed  for  the  use  of  the  Committee  on  Ways  and  Means 


BUDGET  ISSUES  RHATING  TO  MEDICARE 
HEARINGS 

BEFORE  THE 

SUBCOMMITTEE  ON  HEALTH 

OF  THE 

COMMITTEE  ON  WAYS  AND  MEANS 
HOUSE  OF  REPRESENTATIVES 

ONE  HUNDRED  THIRD  CONGRESS 
FIRST  SESSION 


Payment  Under  Part  A  of  the  Medicare  Program  and 
Payment  for  Hospital  Outpatient  and  End-Stage  Renal 
Disease  Services 

MARCH  18,  1993 

Payment  Under  Part  B  of  the  Medicare  Program  for  Phy- 
sician Services,  Clinical  Laboratory  Tests,  and  Durable 
Medical  Equipment 

MARCH  25,  1993 

Payment  Under  Part  B  of  the  Medicare  Program  for  Clin- 
ical Laboratory  Services,  Durable  Medical  Equipment, 
Physician  Ownership  and  Referral  Arrangements,  and 
Otner  Medicare  Reconciliation  Issues 

APRIL  20,  1993 


Serial  103-15 


Printed  for  the  use  of  the  Committee  on  Ways  and  Means 


U.S.  GOVERNMENT  PRINTING  OFFICE 
67-707  CC  WASHINGTON  :  1993 


For  sale  by  the  U.S.  Government  Printing  Office 
Superintendent  of  Documents,  Congressional  Sales  Office,  Washington,  DC  20402 
ISBN   0-1 6-0A1 267-6 


SAM  M.  GIBBONS,  Florida 
J  J.  PICKLE,  Texas 
CHARLES  B.  RANGEL,  New  York 
FORTNEY  PETE  STARK,  California 
ANDY  JACOBS,  Jr.,  Indiana 
HiUlOLD  E.  FORD,  Tennessee 
ROBERT  T.  MATSUI,  California 
BARBARA  B.  KENNELLY,  Connecticut 
WILLIAM  J.  COYNE,  Pennsylvania 
MICHAEL  A.  ANDREWS,  Texas 
SANDER  M.  LEVIN,  Michigan 
BENJAMIN  L.  CARDIN,  Maryland 
JIM  McDERMOTT,  Washington 
GERALD  D.  KLECZKA,  Wisconsin 
JOHN  LEWIS,  Geoi^a 
LF.  PAYNE,  ViTBinia 
RICHARD  B.  NEAL,  Massachusetts 
PETER  HOAGLAND,  Nebraska 
MICHAEL  R.  MCNULTY,  New  York 
MIKE  KOPETSKI,  Oregon 
WILLIAM  J.  JEFFERSON,  Louisiana 
BILL  K.  BREWSTER,  Oklahoma 
MEL  REYNOLDS,  Illinois 


COMMITTEE  ON  WAYS  AND  MEANS 
DAN  ROSTENKOWSKI,  Illinois,  Chairman 


BILL  ARCHER,  Texas 
PHILIP  M.  CRANE,  IllinoU 
BILL  THOMAS,  Cali'jmia 
E.  CLAY  SHAW,  Jr.,  Florida 
DON  SUNDQUIST,  Tennessee 
NANCY  L.  JOHNSON,  Connecticut 
JIM  BUNNING,  Kentucky 
FRED  GRANDY,  Iowa 
AMO  HOUGHTON,  New  York 
WALLY  HERGER,  CaHfomia 
JIM  McCRERY,  Louisiana 
MEL  HANCOCK,  Missouri 
RICK  SANTORUM,  Pennsylvania 
DAVE  CAMP,  Michigan 


Janice  Mays,  Chief  Counsel  and  Staff"  Director 
Charles  M.  Brain,  Assistant  Staff  Director 
Phillip  D.  Moseley,  Minority  Chief  of  Staff" 


SUBCOMMnTEE  ON  HEALTH 

FORTNEY  PETE  STARK,  California,  Chairman 

SANDER  M.  LEVIN,  Michigan  BILL  THOMAS,  California 

BENJAMIN  L.  CARDIN,  Maryland  NANCY  L.  JOHNSON.  Connecticut 

MICHAEL  A.  ANDREWS,  Texas  FRED  GRANDY,  Iowa 

JIM  McDERMOTT,  Washington  JIM  McCRERY,  Louisiana 
GERALD  D.  KLECZKA,  Wisconsin 
JOHN  LEWIS,  Georgia 


(II) 


CONTENTS 


PAYMENT  UNDER  PART  A  OF  THE  MEDICARE  PROGRAM  AND  PAY- 
MENT FOR  HOSPITAL  OUTPATIENT  AND  END-STAGE  RENAL  DIS- 
EASE SERVICES— MARCH  18,  1993 

Page 

Press  release  of  Thursday,  March  11,  1993,  announcing  the  hearing  2 

WITNESSES 

U.S.  Department  of  Health  and  Human  Services,  William  J.  Toby,  Jr.,  Acting 

Administrator,  Health  Care  Financing  Administration 5 

Prospective   Payment   Assessment   Commission,    Stuart   H.    Altman,   Ph.D., 

Chairman,  and  Donald  Young,  M.D.,  Executive  Director 16 

American  Association  of  Kidney  Patients,  A.  Peter  Lundin,  M.D  123 

American  Health  Care  Association,  Bruce  Yarwood  and  Robert  Deane  107 

American  Hospital  Association,  Rick  Pollack  and  Jim  Bentley  40 

Association  of  American  Medical  Colleges,  Spencer  Foreman,  M.D 67 

California  Association  of  Hospitals  and  Health  Systems,  C.  Duane  Dauner  100 

Central  Florida  Kidney  Center,  Orlando,  Fla.,  Maureen  Michael  114 

Greater  New  York  Hospital  Association,  Kenneth  E.  Raske  88 

Montefiore  Medical  Center,  Bronx,  N.Y.,  Spencer  Foreman,  M.D  67 

National  Association  of  Public  Hospitals,  Larry  S.  Gage  47 

National   Renal   Administrators   Association,   Maureen   Michael    and   Gwen 

Gampel  , 114 

SUBMISSIONS  FOR  THE  RECORD 

American  Nephrology  Nurses'  Association,  statement  129 

National  Association  of  Long  Term  Hospitals,  Edward  D.  Kalman,  letter 

and  attachment  131 

National  Kidney  Patients  Association,  Perry  S.  Ecksel  and  Robert  D.  Rosen, 

letter 136 

National  Medical  Care,  Inc.,  statement  and  attachment  138 

New  York  State  Council  on  Graduate  Medical  Education,  Lambert  N.  King, 

M.D.,  statement 144 

Renal  Physicians  Association,  statement  148 

(in) 


IV 

Page 

PAYMENT  UNDER  PART  B  OF  THE  MEDICARE  PROGRAM  FOR  PHYSI- 
CIAN SERVICES,  CLINICAL  LABORATORY  TESTS,  AND  DURABLE 
MEDICAL  EQUIPMENT— MARCH  25,  1993 

Press  release  of  Thursday,  March  11,  1993,  announcing  the  hearing  152 

WITNESSES 

U.S.  Department  of  Health  and  Human  Services,  WUliam  Toby,  Jr.,  Acting 

Administrator,  Health  Care  Financing  Administration 156 

Physician  Payment  Review  Commission,  Richard  V.  (Dick)  Anderson,  Interim 

Chairman,  and  Paul  Ginsburg,  Executive  Director  167 

American  Academy  of  Family  Physicians,  John  M.  Tudor,  Jr.,  M.D  226 

American  Academy  of  Ophthalmology,  Allan  Jensen,  M.D 254 

American  Academy  of  Orthopaedic  Surgeons,  Rufiis  F.  Stanley,  Jr.,  M.D  231 

American  College  of  Physicians,  H.  Denman  Scott,  M.D.,  FA.C.P  214 

American  College  of  Radiology,  K.K.  Wallace,  M.D.,  and  James  Morefield, 

M.D 270 

American  College  of  Surgeons,  George  E.  Block,  M.D.,  FA.C.S 221 

American  Medical  Association,  P.  Jonn  Seward,  M.D.,  and  Bruce  Blehart 192 

American  Society  of  Anesthesiologists,  Peter  L.  McDermott,  M.D 275 

American  Society  of  Internal  Medicine,  Richard  D.  Ruppert,  M.D.,  and  Allan 

R.  Nelson,  M.D  245 

College  of  American  Pathologists,  Donald  A.  Senhauser,  M.D  284 

SUBMISSIONS  FOR  THE  RECORD 

American  Association  of  Nurse  Anesthetists,  statement 299 

American  College  of  Rheumatology,  statement 309 

American  Physical  Therapy  Association,  statement  313 

American  Society  of  Clinical  Oncology,  statement 316 

Association  of  Freestanding  Radiation  Oncology  Center,  Diane  S.  Millman, 

statement  319 

Continental  Medical  Systems,  Mechanicsburg,  Pa.,  statement  321 

Renal  Physicians  Association,  statement  324 


PAYMENT  UNDER  PART  B  OF  THE  MEDICARE  PROGRAM  FOR  CLINI- 
CAL   LABORATORY    SERVICES,    DURABLE    MEDICAL    EQUIPMENT, 

PHYSICIAN    OWNERSHIP    AND    REFERRAL    ARRANGEMENTS,  AND 
OTHER  MEDICARE  RECONCILIATION  ISSUES— APRIL  20,  1993 

Press  releases  announcing  the  hearing  330 

WITNESSES 

American  Association  of  Bioanalysts,  Alvin  M.  Salton 333 

American  Association  of  Continuity  of  Care,  Irene  Paige,  R.N  398 

American  Clinical  Laboratory  Association,  Hope  S.  Foster  341 

American  Orthotic  &  Prosthetic  Association,  John  M.  Yarbrough,  and  David 

Schultz  386 

Community  Medical  Laboratory,  Metuchen,  N.J.,  Alvin  M.  Salton  333 

Liken  Mecficare  Center,  Pittsburgh,  Pa.,  James  W.  Liken  378 

National  Alliance  for  Infusion  Therapy,  Alan  K.  Parver 392 

National  Association  of  Medical  Equipment  Suppliers,  James  W.  Liken,  and 

Corrine  Propas  Parver  378 

Home  Care  Coalition,  Irene  Paige,  R.N  398 

Trautman's  Minneapolis  Artificial  Limb  Co.,  and  Rochester  Orthopedic  Appli- 
ances, Minneapolis,  Minn.,  John  M.  Yarbrough  386 

SUBMISSIONS  FOR  THE  RECORD 

American  Association  for  Clinical  Chemistry,  Inc.,  statement  411 

American  Association  for  Clinical  Endocrinologists,   statement  and  attach- 
ment    413 

American  Association  of  Nurse  Anesthetists,  statement  and  attachment 416 


PsffB 

American  Payroll  Association,  Carohm  M.  Kelley,  letter  and  attachment  (for- 
warded by  the  Honorable  Jim  McDermott,  a  Representative  in  Congress 

from  the  State  of  Washington)  426 

American  Society  of  Clinical  Pathologists,  Thomas  A.  Bonfiglio,  M.D.,  state- 

nient  429 

American  Society  of  Internal  Medicine,  statement  433 

Council  of  Nursinp  Home  Suppliers,  Neal  Thrift,  statement 435 

National  Association  for  the  Support  of  Long  Term  Care,  statement  438 


BUDGET  ISSUES  RELATING  TO  PAYMENT 
UNDER  PART  A  OF  THE  MEDICARE  PRO- 
GRAM AND  PAYMENT  FOR  HOSPITAL  OUT- 
PATIENT AND  END-STAGE  RENAL  DISEASE 
SERVICES 


THURSDAY,  MARCH  18,  1993 

House  of  Representatives, 
Committee  on  Ways  and  Means, 

Subcommittee  on  Health, 

Washington,  D.C. 
The  subcommittee  met,  pursuant  to  notice,  at  10  a.m.,  in  room 
1100,  Long^orth  House  Office  Building,  Hon.  Fortney  Pete  Stark 
(chairman  of  the  subcommittee)  presiding. 

[The  press  release  announcing  the  hearing  follows:] 


(1) 


FOR  IMMEDIATE  RELEASE  PRESS  RELEASE  /6  ' 

TBORSOAY,  MARCH  11,  1993       SUBCOMMITTEE  OM  HEALTH 

COMMITTEE  OM  WAYS  AMD  MEANS 
O.S.  HODSE  or   REPRESEMTATIVES 
1102  LOMGWORTH  HOUSE  OFFICE  BLDG. 
WASHINGTON,  D.C.  20S1S 
TELEPHONE:    (202)  225-7785 

THE  HONORABLE  PETE  STARK  (D. ,  CALIF.),  CHAIRMAN, 

SUBCOMMITTEE  ON  HEALTH, 

COMMITTEE  ON  WAYS  AND  MEANS,  U.S.  HOUSE  OF  REPRESENTATIVES, 

ANNOUNCES  A  HEARING 

ON 

BUDGET  ISSUES  RELATING  TO  PAYMENT  UNDER 

PART  A  OF  THE  MEDICARE  PROGRAM  AND  PAYMENT 

FOR  HOSPITAL  OUTPATIENT  AMD  END-STAGE  RENAL  DISEASE  SERVICES 


The  Honorable  Pete  Star)c  (D. ,  Calif.),  Chairman, 
Subcommittee  on  Health,  Committee  on  Ways  and  Means,  U.S.  House 
of  Representatives,  announced  today  that  the  Subcommittee  will 
hold  a  hearing  on  budget  issues  relating  to  payment  to  providers 
under  Part  A  of  the  Medicare  program,  and  payment  for  hospital 
outpatient  and  end-stage  renal  disease  (ESRD)  services. 

This  hearing  will  be  held  on  Thursday,  March  18,  1993, 
beginning  at  10:00  a.m.,  in  the  main  Committee  hearing  room, 
1100  Longworth  House  Office  Building. 

Oral  testimony  will  be  heard  from  Invitad  wltn«8s«a  only- 
However,  any  individual  or  organization  may  submit  a  written 
statement  for  consideration  by  the  Subcommittee  and  for  inclusion 
in  the  printed  record  of  the  hearing. 

BACKGROUND; 

The  President's  budget  proposals  would  achieve  $48.3  billion 
in  savings  under  Medicare  over  a  five-year  period,  according  to 
preliminary  estimates  by  the  Congressional  Budget  Office  (CBO) . 
This  hearing  will  focus  on  proposals  that  would  affect  payments 
to  hospitals  and  nursing  homes  under  Part  A,  as  well  as  payments 
for  hospital  outpatient  and  ESRD  services. 

CBO  estimates  that  the  President's  plan  would  achieve  S161 
billion  in  savings  under  Part  A  over  the  five-year  period. 

Testimony  will  be  presented  by  the  Prospective  Payment 
Assessment  Commission,  which  is  required  to  report  on  March  1  of 
each  year  regarding  the  Commission's  recommendations  on  policies 
concerning  payments  to  hospitals  and  other  facilities  under  the 
Medicare  program. 

DETAILS  FOR  SUBMISSION  OF  WRITTEN  COMMENTS: 

For  those  who  wish  to  file  a  written  statement  for  the 
printed  record  of  the  hearing,  six  (6)  copies  are  required  and 
must  be  submitted  by  the  close  of  business  on  Friday, 
April  2,  1993,  to  Janice  Mays,  Chief  Counsel  and  Staff  Director 
Committee  on  Ways  and  Means,  U.S.  House  of  Representatives, 
1102  Longworth  House  Office  Building,  Washington,  D.C.  20515.  ~' 
additional  supply  of  statements  may  be  furnished  for  distribut.— 
to  the  press  and  public  if  supplied  to  the  Subcommittee  office. 
1114  Longworth  House  Office  Building,  before  the  hearing  begins. 


fORMATTIWG  RBQUIRgMEWTSl 

Each  statement  presented  for  printing  to  the  Committee  by  a  witness  any  written  statement  or  eihibit  submitted  for  the 
printed  record  or  any  written  comments  in  response  to  a  request  for  written  comments  must  conform  to  the  guidelines  itsleo  btlow 
Any  statement  or  exhibit  not  in  compliance  with  these  guidelines  wiii  Mt  be  printed  but  will  be  maintained  in  the  Committee 
files  for  review  and  use  by  the  Committee. 

1  All  statements  and  any  accompanying  exhibits  for  printing  must  be  typed  in  single  space  on  legalsae  paper  and  may  not 
exceed  a  total  of  10  pages 

2  Copies  of  whole  documents  submitted  as  exhibit  material  will  not  be  accepted  for  printing  Instead  exhibit  mater. ai  should 
be  referenced  and  quoted  or  paraphrased  All  exhibit  material  not  meeting  these  specifications  will  be  maintained  m  the 

■  Committee  files  for  review  and  use  by  the  Committee 

3  Statements  must  contain  the  name  and  capacity  in  which  the  witness  will  appear  or.  for  written  comments  the  name  and 
capacity  of  the  person  submitting  the  statement,  as  well  as  any  clients  or  persons  or  any  crganiution  for  whom  the  witness 
appears  or  for  whom  the  statement  is  submitted 

4  A  supplemental  sheet  must  accompany  each  statement  listing  the  name,  full  address,  a  telephone  number  where  the  witness 
or  the  designated  representative  may  be  reached  and  a  topical  outline  or  summary  of  the  comments  and  recommendations 
in  the  full  statement  This  supplemental  sheet  v.il  not  be  included  in  the  printed  record 

The  above  restrictions  and  limitations  apply  only  to  material  being  submitted  for  printing  Statements  and  ei-^iOits  or 
supplementary  material  submitted  solely  for  distribution  to  the  Members,  the  press  and  public  during  th*  course  of  a  public  hearing 
may  be  submitted  in  other  forms. 


Chairman  Stark.  Good  morning.  We  will  begin  consideration  of 
issues  related  to  the  1994  budget.  Today's  hearing  will  focus  on 
pajmients  for  services  under  Medicare  part  A.  We  will  also  consider 
Medicare  payments  for  hospital  outpatient  and  end-stage  renal  dis- 
ease services. 

The  subcommittee  is  scheduled  to  hold  another  hearing  next 
week  to  consider  budget  matters  pertaining  to  Medicare  part  B. 

Cutting  hospital  payments  as  a  general  rule  makes  ^ood  sense 
to  the  Chair.  From  our  previous  hearings  on  the  implications  of  ris- 
ing health  care  costs,  it  is  clear  that  we  need  drastic  action. 

I  don't  know  why  the  taxpayer  and  Medicare  should  pay  for  any 
part  of  another  new  hospital  in  a  State  which  does  not  have  a 
health  plan  in  place.  In  the  State  of  California,  the  hospitals  are 
40  percent  empty,  and  they  are  building  new  hospitals.  This  should 
stop. 

The  taxpayer  should  have  no  part  in  opening  new  heart  centers 
in  States  without  a  strong  health  plan.  In  California,  we  now  have 
119  heart  centers,  with  some  doing  as  few  as  two  operations  a 
month. 

It  seems  there  should  be  no  more  Medicare  money  for  new  MRIs 
and  similar  devices  in  States  without  a  plan.  The  overbuilding  of 
these  machines  is  killing  the  budget.  To  paraphrase  the  movie,  "If 
you  build  it,  they  will  come" — and  then  submit  the  bills  to  Medi- 
care. 

If  we  want  to  save  big  hunks  of  money,  we  should  take  a  hard 
look  at  tying  new  capital  to  health  planning  and  certificates  of 
need. 

We  should  also  take  a  hard  look  at  imposing  a  national  health 
expenditure  budget  and  Medicare's  rate-setting  method  on  all  pay- 
ers. Those  proposals  would  propel  us  toward  our  goal  of  an  afford- 
able health  care  system. 

Todays  hearing  will  begin  with  testimony  from  William  Toby, 
the  Acting  Administrator  of  the  Health  Care  Financing  Adminis- 
tration. We  will  then  proceed  with  testimony  presented  by  Dr.  Stu- 
art Altman,  Chairman  of  the  Prospective  Payment  Assessment 
Commission,  affectionately  known  as  ProPAC — ^that  is,  the  Com- 
mission, not  Stuart. 

ProPAC  is  required  to  report  on  March  1  of  each  year  regarding 
the  Commission's  recommendations  on  policies  concerning  pay- 
ments to  hospitals  and  other  facilities  under  the  Medicare  program. 

Before  proceeding,  I  would  like  to  recognize  the  distinguished 
ranking  minority  member,  Mr.  Bill  Thomas,  for  an  opening  state- 
ment— two  opening  statements. 

Mr.  Thomas.  I  will  leave  the  other  one  on  the  table,  Mr.  Chair- 
man. Thank  you  very  much. 

Now,  health  care  may  or  may  not  happen  this  year,  but  this  com- 
mittee and  the  Congress  will  legislate  a  reconciliation  bill  in  a  mat- 
ter of  weeks.  This  means  the  Medicare  payment  changes  proposed 
by  the  administration  will  be  seriously  considered  and  at  least 
serve  as  a  starting  point  for  the  Health  Subcommittee  action.  So 
the  hearing  today,  Mr.  Chairman,  is  critically  important,  in  my 
opinion. 

It  is  vital,  as  this  subcommittee  considers  Medicare  policy  in  a 
reconciliation  context,  that  we  balance  budget  requirements  with 


the  need  to  maintain  access  to  health  care  for  the  elderly  and  dis- 
abled. It  is  also  important  that  Medicare  policy  changes  not  con- 
tribute to  more  cost  shifting.  Medicare  cuts  which  lead  to  cost  shift- 
ing may  reduce  the  deficit,  out  are  nothing  more  than  a  hidden  tax 
on  employers  and  other  private  sector  payers. 

At  the  same  time,  Medicare  and  Medicaid  are  together  primary 
drivers  of  a  long-term  structural  deficit.  These  entitlement  pro- 
grams serve  an  important  role,  but  their  affordability  clearly  con- 
tinues to  challenge  us.  The  Ways  and  Means  Committee  and  the 
Congress  over  time  will  have  to  come  to  grips  and  find  its  own  bal- 
ance between  reassuring  the  elderly  and  disabled  of  Medicare  bene- 
fits, while  reducing  the  drain  of  that  program  on  the  taxpayer. 
Medicare,  I  think,  is  a  critical  component  in  the  solution  of  our 
health  care  problems. 

Possibly  health  reform  may  offer  an  opportunity  to  begin  serious 
deliberations  about  this  balance  of  our  responsibilities  to  the  bene- 
ficiaries and  to  the  taxpayers.  Clearly  this  budget  process  is  not  de- 
signed to  answer  this  question.  If  we  don't  move  ahead  in  health 
reform  to  meet  the  challenge  of  entitlements,  the  time  is  not  too 
distant  when  we  will  have  to  discuss  the  very  structure  of  the  pro- 
gram. 

Mr.  Chairman,  I  look  forward  today  to  our  examination  of  Medi- 
care part  A  and  hope  at  least  the  hearing  will  enlighten  us  as  to 
concerns  we  will  have  to  consider  as  the  subcommittee  moves  to  re- 
duce Medicare  spending,  once  again,  by  bearing  down  on  hospitals 
and  doctors  that  provide  the  service  for  the  beneficiaries.  But  this 
is  an  all  too  familiar  reconciliation  pattern  among  budgets.  My  con- 
cern is  that  once  the  President's  health  care  program  is  announced 
and  we  are  attempting  to  make  structural  reform,  are  we  going  to 
continue  to  deal  with  ratcheting  down  to  cover  ongoing  current 
costs  in  budgets  in  fiscal  years  1994,  1995,  and  1996?  Or  are  we 
going  to  get  serious? 

Thank  you,  Mr.  Chairman. 

Chairman  Stark.  Thank  you.  Do  any  other  members  care  to 
make  a  statement? 

[No  response.] 

Chairman  Stark.  If  not,  we  will  begin  with  testimony  from  Mr. 
Toby,  the  Acting  Administrator  of  HCFA.  And  as  for  all  witnesses 
today,  their  entire  statements  will  be  included  in  the  record,  and 
without  objection,  you  would  be  invited  to  summarize  or  expand  on 
your  prepared  testimony  in  any  way  you  are  comfortable. 

Welcome  to  the  committee. 

STATEMENT  OF  WILLIAM  J.  TOBY,  JR.,  ACTING  ADMINIS- 
TRATOR, HEALTH  CARE  FINANCING  ADMINISTRATION,  U.S. 
DEPARTMENT  OF  HEALTH  AND  HUMAN  SERVICES 

Mr.  Toby.  Thank  you,  Mr.  Chairman  and  members  of  the  sub- 
committee. I  am  pleased  to  be  here  today  to  discuss  the  proposals 
for  Medicare  part  A,  hospital  outpatient  departments,  and  end- 
stage  renal  disease  (ESRD)  services  in  the  President's  fiscal  year 
1994  budget. 

If  current  spending  patterns  persist,  we  estimate  in  the  year 
2000  health  care  expenoitures  will  reach  $1.7  trillion,  or  18  percent 


of  our  gross  domestic  product.  This  is  a  price  tag  that  America  can- 
not afford. 

Medicare  and  Medicaid  are  a  large  and  growing  part  of  the  Fed- 
eral budget.  Over  half  of  the  projected  growth  in  Federal  spending 
in  the  next  5  years  is  due  to  increased  growth  in  Medicare  spend- 
ing. Any  serious  attempt  to  reduce  Federal  spending  must  include 
curbing  the  rapid  growth  in  Medicare  costs. 

The  proposed  Medicare  savings  I  will  discuss  today  represent  one 
component  of  a  downpayment  on  the  Clinton  administration's  over- 
all program  to  reform  the  health  care  system  and  to  reduce  public 
and  private  health  care  costs. 

The  growth  in  the  Medicare  program  is  so  rapid  that  the  Medi- 
care deficit  reduction  proposal  will  not  cut  total  spending.  Rather, 
they  will  decrease  the  rate  of  growth  in  Medicare  spending  between 
fiscal  years  1994  and  1998  from  14  to  11  percent  annually.  More 
specifically,  the  combined  proposed  Medicare  reductions  will  yield 
about  $53.4  billion  in  savings  over  the  next  5  years. 

We  believe  that  these  proposals  will  provide  appropriate  incen- 
tives for  efficiency  and  streamlining  and  help  control  costs  until  the 
entire  health  care  system  is  reformed. 

I  would  like  to  discuss  some  of  our  part  A  proposals.  First,  we 
proposed  to  extend  the  10  percent  reduction  on  hospital  capital 
payments  past  fiscal  year  1995.  We  now  discount  aggregate  pay- 
ments for  hospital  inpatient  and  outpatient  capital  costs  by  10  per- 
cent. By  making  this  10  percent  reduction  permanent,  we  will  pro- 
vide the  incentive  for  hospitals  to  reevaluate  their  investment 
plans  and  purchase  only  items  that  are  truly  needed.  We  estimate 
savings  over  5  years  will  be  $1.5  billion. 

Second  is  reducing  the  average  hospital  update  to  market  basket 
minus  1  percentage  point  in  fiscal  years  1994  and  1995.  From  1989 
to  1991,  hospital  expenditures  have  risen  twice  as  fast  as  the  rate 
of  general  inflation.  By  maintaining  the  update  at  market  basket 
minus  1  percent,  we  will  provide  incentives  for  hospitals  to  increase 
their  operational  efficiency,  and  we  will  be  consistent  with  the 
ProPAC's  recommendations  of  March  1.  The  administration  esti- 
mates a  5-year  savings  of  approximately  $7.1  billion. 

Third  is  moving  the  annual  PPS  updates  to  January  1  of  each 
year,  starting  fiscal  year  1994.  A  savings  of  $6  billion  over  5  years 
will  be  realized  if  the  payment  update  is  delayed  3  months,  from 
October  1  to  January  1. 

Fourth,  phasing  in  a  reduction  in  the  indirect  medical  education 
(IME)  payment  adjustment.  This  proposal  would  modestly  reduce 
the  IME  adjustment  and  would  provide  a  2-year  period  for  hos- 
pitals to  plan  for  the  change.  Numerous  studies  by  ProPAC,  the 
GAO,  and  the  HHS  inspector  general  have  shown  that  the  current 
IME  adjustment  overcompensates  teaching  hospitals.  This  proposal 
would  save  $3.5  billion  over  5  years. 

Fifth,  reforming  Medicare  payments  for  direct  medical  education 
costs.  Under  this  proposal,  direct  medical  education  payments 
would  be  based  on  a  national  average  per  resident  amount.  In  addi- 
tion. Medicare  would  pay  proportionately  more  for  primary  care 
residents  to  provide  incentives  for  hospitals  to  recruit  and  train 
more  primary  care  residents.  Projected  savings  are  $1.7  billion  over 
5  years. 


Next,  eliminating  the  add-on  to  hospital-based  home  health  agen- 
cy (HHA)  cost  limits.  The  cost  limits  for  hospital-based  home 
health  agencies  are  currently  higher  than  for  freestanding  home 
health  agencies.  Eliminating  the  ac^ustment  for  hospital-based 
HHAs  promotes  competition  by  leveling  the  playing  field  for  all 
HHAs,  and  encourages  higher-cost  hospital-based  HHAs  to  become 
more  efficient.  Projected  savings  are  $1.1  billion  over  5  years. 

Lastly,  eliminating  return  on  equity  payments  to  proprietary 
SNFs.  Return  on  equity  payments  have  been  eliminated  for  all 
other  Medicare  providers,  and  this  proposal  would  eliminate  these 
additional  payments  for  proprietary  SNFs.  This  proposal  will, 
again,  level  the  playing  field  between  proprietary  ana  not-for-profit 
SNFs  at  a  savings  of  $730  million  over  5  years. 

In  addition,  the  following  proposals  affecting  hospital  outpatient 
departments  and  the  end-stage  renal  disease  program: 

First,  we  propose  to  increase  the  reduction  in  hospital  outpatient 
department  payments  from  94.2  percent  of  costs  to  90  percent  of 
costs  and  extend  the  reduction  through  fiscal  year  1998.  The  ad- 
ministration proposes  to  extend  the  current  statutory  provision 
that  reduces  payments  to  hospital  outpatient  departments  paid  on 
a  cost  basis.  Since  outpatient  services  are  one  of  the  fastest  grow- 
ing components  of  the  Medicare  program,  the  extension  would  at- 
tempt to  counter  this  rapid  growth.  In  addition,  we  propose  to  in- 
crease the  reduction  to  90  percent  of  costs  beginning  in  fiscal  year 
1996.  This  would  be  consistent  with  our  proposal  to  reduce  pay- 
ments for  outpatient  capital,  which  is  also  set  at  90  percent  of 
costs.  Estimated  savings  over  5  years  is  $2.7  billion. 

Second,  we  propose  to  reduce  payments  for  EPO  to  $10  per  1,000 
units  of  EPO.  EPO  is  a  drug  used  to  treat  anemia  associated  with 
chronic  renal  failure;  Medicare  is  the  major  purchaser.  Based  on 
reviews  by  HCFA  and  the  inspector  general,  we  believe  that  the 
current  rate  of  $11  per  1,000  units  of  EPO  is  excessive.  By  reduc- 
ing the  payment,  we  would  bring  Medicare's  current  payment  rate 
closer  to  the  actual  cost  that  facilities  incur  for  EPO.  Estimated 
savings  over  5  years  are  $210  million. 

In  conclusion,  Mr.  Chairman,  we  must  now  take  steps  to  signifi- 
cantly reduce  the  deficit  while  we  develop  options  for  health  care 
reform.  If  implemented,  these  proposals  will  result  in  more  efficient 
practices  by  Medicare  providers,  reductions  in  the  rate  of  growth 
in  Medicare  spending,  and  reductions  in  the  Federal  deficit. 

With  your  cooperation,  we  can  send  a  message  to  the  industry 
and  to  the  American  public  that  health  care  costs  can  and  must  be 
controlled,  and  the  deficit  must  be  reduced,  and  both  must  be  done 
without  compromising  quality  of  care. 

I  look  forward  to  working  with  you  on  these  and  related  issues. 
I  am  happy  to  answer  any  questions  you  may  have. 

[The  prepared  statement  follows:] 


STATEMENT  OF  WILLIAM  J.  TOBY,  Jr. 

ACTING  ADMINISTRATOR 

HEALTH  CARE  FINAHCIMO  AOMINI8TRATIOM 

MR.  CHAIRMAN  AND  MEMBERS  OF  THE  SOBCOMMITTEE : 

It  is  my  pleasure  to  be  here  today  to  discuss  the  proposals  for 
Medicare  Part  A,  hospital  outpatient  departments,  and  end  stage 
renal  disease  (ESRD)  services  in  the  President's  fiscal  year  1994 
budget.   As  the  new  Administration  moves  forward  on  its  plans  to 
revitalize  the  economy  and  stimulate  growth,  it  is  quite  apparent 
that  we  must  continue  our  efforts  to  control  the  increasing 
growth  of  health  care  and  reduce  the  burdensome  deficit. 

Under  current  spending  patterns,  we  estimate  that  in  the  year 
2000  health  care  expenditures  will  reach  $1.7  trillion,  an  amount 
equal  to  18  percent  of  our  gross  domestic  product.   This  is  a 
price  tag  that  America  cannot  afford. 

Medicare  and  Medicaid  are  a  large  and  growing  part  of  the  federal 
budget.   Over  half  of  the  projected  growth  in  federal  spending  in 
the  next  five  years  is  due  to  increased  growth  in  Medicare 
spending.   Any  serious  attempt  to  reduce  federal  spending  must 
include  curbing  the  rapid  growth  in  Medicare  costs. 

The  proposed  Medicare  savings  I  will  discuss  today  represent  one 
component  of  a  down  payment  on  the  Clinton  Administration's 
overall  program  to  reform  the  health  care  system  and  to  reduce 
public  and  private  health  care  costs.   These  proposals  are 
designed  to  reduce  public  sector  health  care  spending  and  the 
deficit  without  making  significant  programmatic  changes  to 
Medicare.   Any  structural  reforms  to  the  overall  health  care 
system  will  be  dealt  with  in  the  Administration's  health  care 
reform  package,  due  later  this  Spring. 

The  growth  in  the  Medicare  program  is  so  rapid  that  the  Medicare 
deficit  reduction  proposals  will  not  cut  total  spending.   Rather, 
they  will  decrease  the  rate  of  growth  in  Medicare  spending 
between  fiscal  years  1994  and  1998  from  14  percent  to  11  percent 
annually.   More  specifically,  the  combined  proposed  Medicare 
reductions  will  yield  about  $53.4  billion  in  savings  over  the 
next  five  years. 

From  fiscal  years  94  through  98,  hospitals  will  receive 
approximately  57  percent  of  Medicare  outlays.   Over  the  same 
period  of  time,  approximately  43  percent  of  our  proposed  Medicare 
savings  will  be  derived  from  hospital  payments.   We  believe  that 
these  proposals  will  provide  appropriate  incentives  for 
efficiency  and  streamlining  and  help  control  costs  until  the 
entire  health  care  system  is  reformed. 

The  Administration  has  seven  Part  A  proposals: 

o  Extending  the  ten  percent  reduction  on  hospital  capital 
payments  past  FY  1995.   Currently  we  discount  aggregate 
payments  for  hospitals'  inpatient  and  outpatient  capital  costs 
by  ten  percent.   We  believe  that  the  proposed  extension  of  the 
current  ten  percent  reduction  will  continue  to  encourage 
hospitals  to  be  more  prudent  in  their  capital  purchase 
decisions.   At  this  time,  hospital  occupancy  rates  average 
about  65  percent.   By  making  this  ten  percent  reduction 
permanent,  we  will  provide  the  incentive  for  hospitals  to 
reevaluate  their  expansion  and  equipment  purchases  and 
purchase  only  items  that  are  truly  needed.   Estimated  savings 
over  five  years  will  be  $1.5  billion. 

o  Reducing  the  average  hospital  update  to  market  basket  minus 
one  percentage  point  in  fiscal  years  1994  and  1995.   Current 
statutes  mandating  hospital  updates  less  than  the  market 
basket  rate  of  increase  expire  for  fiscal  year  1994.   From 
1989-1991,  hospital  expenditures  have  risen  twice  as  fast  as 
the  rate  of  general  inflation.   By  maintaining  the  update  at 
market  basket  minus  one  percent,  we  will  continue  to  provide 
incentives  for  hospitals  to  increase  their  operational 
efficiency.  This  proposal  is  also  generally  consistent  with 
the  Prospective  Payment  Assessment  Commission's  March  1 


reconunendations.   The  Administration  estimates  a  five  year 
savings  of  approximately  S7.1  billion. 

o  Moving  the  annual  hospital  updates  to  January  1  of  each  year, 
starting  fiscal  yaar  1994.   A  savings  of  $6  billion  over  five 
years  will  be  realized  if  the  payment  update  is  delayed  three 
months,  from  October  1  to  January  1.   This  proposal  would 
establish  uniform  starting  dates  for  payment  updates  for  most 
providers.   In  addition,  this  proposal  provides  a  stable 
planning  environment  for  hospitals  and  fiscal  intermediaries 
which,  in  the  past,  have  experienced  unexpected  changes  in 
their  payments  when  the  budget  reconciliation  process  has 
extended  beyond  the  start  of  the  p^w  fiscal,  year. 

o  Phasing-in  a  reduction  in  the  indirect  medical  payment 

adjustment.   Currently,  Medicare  pays  hospitals  for  its  share 
of  the  indirect  medical  education  (IME)  costs  associated  with 
the  training  of  interns  and  residents.   This  proposal  would 
modestly  reduce  the  IME  adjustment  and  would  provide  a  two- 
year  period  for  hospitals  to  plan  for  the  change.   There  have 
been  numerous  studies  conducted  by  the  Prospective  Payment 
Assessment  Commission,  the  General  Accounting  Office,  and  the 
HHS  Inspector  General  that  have  shown  that  the  current  IME 
adjustment  overcompensates  teaching  hospitals  for  the 
additional  indirect  costs  resulting  from  the  presence  of 
interns  and  residents.   By  implementing  this  proposal,  we 
would  save  $3.5  billion  over  five  years. 

o  Reforming  Medicare  payments  for  direct  medical  education 
costs.   Currently,  Medicare  payments  are  based  on  each 
hospital's  per  resident  costs.   Under  this  proposal,  direct 
medical  education  payments  would  be  based  on  a  national 
average  per  resident  amount.   In  addition.  Medicare  would  pay 
proportionately  more  for  primary  care  residents.   Using 
national  averages  will  correct  some  of  the  current  payment 
inequities  in  direct  medical  education  payments.   The  proposed 
changes  will  also  provide  incentives  for  hospitals  to  recruit 
and  train  more  primary  care  residents.   Medicare  would  realize 
savings  of  about  $1.7  billion  over  five  years. 

o  Eliminating  the  add-on  to  hospital-based  home  health  agency 
(HHA)  cost  limits.   The  cost  limits  for  hospital-based  HHAs 
are  currently  higher  than  for  free-standing  HHAs.   Currently, 
half  of  all  hospital-based  HHAs  do  not  exceed  the  cost  limits 
set  for  free-standing  HHAs  demonstrating  that  the  remaining 
hospital-based  HHAs  can  meet  the  lower  cost  limits  of  free- 
standing HHAs.   Eliminating  the  adjustment  promotes 
competition  between  free-standing  and  hospital-based  HHAs  by 
leveling  the  playing  field  for  all  HHAs.   This  would  encourage 
higher-cost  hospital-based  HHAs  to  become  more  efficient. 
Projected  savings  are  $1.1  billion  over  five  years.   And 
lastly, 

o  Eliminating  return  on  equity  payments  to  proprietary  skilled 
nursing  facilities.    Return  on  equity  payments  have  been 
eliminated  for  all  other  Medicare  providers,  and  this  proposal 
would  eliminate  these  payments  for  proprietary  nursing 
facilities.   By  eliminating  special  treatment  for  this 
category  of  Medicare  providers  and  equalizing  payments  for 
both  proprietary  and  not-for-profit  skilled  nursing 
facilities,  we  will  promote  fair  competition  between  all 
skilled  nursing  facilities  at  a  savings  of  $730  million  over 
five  years. 

In  addition,  we  have  the  following  proposals  affecting  hospital 
outpatient  departments  and  the  end-stage  renal  disease  program: 

o  Increasing  the  reduction  in  hospital  outpatient  department 

payments  from  94.2  percent  of  costs  to  90  percent  of  costs  and 

pernanentXy  extending  the  reduction,  which  expires  after  FY 
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1995.   The  Administration  proposes  to  extend  the  current 
statutory  provision  that  reduces  payments  for  those  hospital 
outpatient  services  paid  on  a  cost  basis.   This  reduction  is 
now  5.8  percent.   Since  outpatient  services  is  one  of  the 
fastest  growing  components  of  the  Medicare  program,  the 
extension  would  attempt  to  counter  this  rapid  growth.   Without 
extending  the  reduction  past  FY  1995,  we  fear  that  outpatient 
growth  would  continue  to  increase  at  an  extraordinarily  high 
rate  without  any  control  mechanism  to  keep  spending  in  check. 

In  addition,  we  propose  to  increase  the  reduction  to  90 
percent  of  costs  beginning  in  FY  1996.    This  would  be 
consistent  with  our  proposal  to  reduce  payments  for  outpatient 
capital,  which  is  also  set  at  90  percent  of  costs.   Estimated 
savings  over  five  years  is  $2.7  billion. 

o  Setting  EPO  payments  at  $10  per  1,000  units  of  EPO. 

Currently,  Medicare  pays  $11  per  1,000  units  for  EPO,  also 
referred  to  as  epoetin,  which  is  a  drug  used  to  treat  anemia 
associated  with  chronic  renal  failure.   This  proposal  would 
reduce  the  amount  to  $10  per  1,000  units.   EPO  is  unique  in 
that  only  one  pharmaceutical  company  manufactures  EPO,  and 
Medicare  currently  purchases  90  percent  of  EPO.   Based  on 
studies  conducted  by  the  Inspector  General  and  on  our  reviews, 
we  believe  that  the  current  rate  of  $11  per  1,000  units  of  EPO 
is  excessive.   By  reducing  the  payment  to  $10  per  1,000  units 
of  EPO,  we  would  virtually  eliminate  the  disparity  between 
Medicare's  current  payment  rate  and  the  actual  cost  that 
facilities  incur  for  EPO.   Estimated  savings  over  five  years 
are  $210  million. 

o  Extending  the  provision  requiring  secondary  payment  for 
certain  beneficiaries  with  end  stage  renal  disease.   Under 
current  law.  Medicare  makes  a  secondary,  rather  than  primary 
payment  for  beneficiaries  with  end  stage  renal  disease  (ESRD) 
who  have  health  coverage  through  a  group  health  plan. 
Medicare  makes  these  secondary  payments  for  the  first  18 
months  of  entitlement.   After  the  18  month  period.  Medicare 
makes  primary  payment.   This  provision  is  due  to  revert  to  a 
12  month  period  beginning  in  1996.   We  propose  to  make  the  18 
month  time  period  permanent.   Estimated  savings  are  $105 
million  over  five  years.   And  finally, 

o  Providing  reform  to  Medicare  Secondary  Payor  (MSP)  provisions. 

One  component  of  the  Administration's  proposal  is  to  make  the 
small  employer  threshold  consistent  for  all  of  the  various  MSP 
provisions  for  the  elderly,  disabled  and  those  with  ESRD.   The 
proposal  would  establish  the  threshold  at  employers  of  twenty 
or  more  persons,  which  is  the  current  threshold  for  the 
working  aged.   All  components  of  this  proposal  yield  savings 
over  five  years  of  $3.9  billion.   However,  the  change  relating 
to  ESRD  beneficiaries  would  increase  costs  modestly,  since 
very  small  employers  would  be  relieved  of  the  burden  of  paying 
primary  coverage  to  Medicare  for  employees  with  ESRD. 

The  proposals  discussed  represent  the  Administration's 
recommendations  for  reducing  the  rate  of  growth  in  Medicare  Parts 
A  and  B  spending  in  hospitals  and  for  ESRD  services.   I  will  be 
presenting  the  Part  B  proposals  for  reduced  Medicare  spending  for 
physician  and  lab  services  and  DME  suppliers  to  the  Subcommittee 
next  week. 

We  must  now  take  steps  to  significantly  reduce  the  deficit  while 
we  develop  options  for  health  care  reform.   If  implemented,  these 
proposals  will  result  in  more  efficient  practices  by  Medicare 
providers,  reductions  in  the  rate  of  growth  in  Medicare  spending, 
and  reductions  in  the  Federal  deficit.   By  targeting 
inefficiencies  in  the  health  care  market  and  promoting  more  cost 
effective  practices  by  Medicare  providers,  we  would  enhance 
efficiency  without  compromising  the  quality  of  the  services 
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rendered. 

These  changes  can  contribute  to  providing  the  stimulus  necessary 
for  the  health  care  industry  to  determine  and  implement  ways  to 
contain  health  care  costs  while  also  contributing  to  deficit 
reduction.   And  it  is  vital  that  the  Federal  government  take  a 
leadership  role  in  signaling  to  the  health  care  industry  that 
high  quality,  efficient  health  care  services  can  and  must  be 
provided. 

With  your  cooperation,  we  can  send  a  message  to  the  industry  and 
to  the  American  public  that  health  care  costs  can  and  must  be 
controlled,  and  the  deficit  must  be  reduced,  and  both  must  be 
done  without  compromising  quality  of  care. 

I  look  forward  to  working  with  you  on  these  and  related  issues. 
I  am  happy  to  answer  any  questions  you  may  have. 
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Chairman  Stark.  Thank  you.  Mr.  Toby,  I  have  just  a  couple  of 

3uick  questions.  Your  market  basket  reduction  of  1  point — that  is 
ifferent  from  what  we  will  be  hearing  from  ProPAC,  is  it  not? 

Mr.  Toby,  Mr.  Chairman,  it  is  quite  close  to  ProPAC's  rec- 
ommendation. 

Chairman  Stark.  That  is?  That  is  ProPAC's  recommendation,  is 
it? 

Mr.  Toby.  ProPAC  recommended  a  3.6  percent  increase.  Our  pro- 
posal reflects  a  3.5  percent  increase. 

Chairman  Stark.  OK.  There  was  a  postponement  of  30  days,  90 
days — I  am  looking  for  it  in  your  testimony — to  move  the  updates 
to  January  starting  in  1994,  and  we  get  $6  billion  over  5  years. 
That  is  a  one-time  pickup  in  cash;  is  that  correct? 

Mr.  Toby.  That  is  correct. 

Chairman  Stark.  Thank  you. 

Mr.  Thomas. 

Mr.  Thomas.  Mr.  Toby,  this  may  be  unfair,  but  I  am  new  to  this 
subcommittee.  How  many  years  have  you  been  in  HCFA? 

Mr.  Toby.  Since  its  creation,  sir,  in  1977. 

Mr.  Thomas.  And  it  is  fair  to  say  you  have  come  up  through  the 
ranks  in  a  way?  I  mean,  you  have  seen  it  in  a  number  of  different 
dimensions.  You  weren't  just  brought  in  at  the  top  and  had  to  look 
down. 

Mr.  Toby.  No,  sir.  I  have  been  in  the  Department  of  Health  and 
Human  Services  since  1968. 

Mr.  Thomas.  So  you  have  looked  up  a  lot?  You  have  looked  up 
as  well  as  looked  down? 

Mr.  Toby.  That  is  correct. 

Mr.  Thomas.  These  lights  go  off  fairly  quickly.  Can  you  in  a  rel- 
atively short  time — and  I  don't  want  to  say  three  things,  but  one, 
two,  or  three  things,  or  you  can  submit  a  list  of  a  dozen.  But  given 
your  experience  inside  HCFA,  you  know  well  the  agitation  and  con- 
cerns that  folk  have  in  terms  of  the  way  the  place  operates.  It  is 
a  bureaucracy.  But  if  you  could  make  some  changes  now,  what  are 
the  two  or  three  things — and  I  said  I  wasn't  going  to  do  that — that 
we  can  focus  on  that  would  make  the  most  difference  as  far  as  you 
are  concerned?  Or  are  there  just  hundreds  of  items  that  have  to  be 
done  to  make  a  difference? 

Mr.  Toby.  Within  HCFA? 

Mr.  Thomas.  Yes,  inside  HCFA. 

Mr.  Toby.  Well,  I  came  to  HCFA  as  Acting  Administrator,  as  you 
probably  know,  about  a  year  ago,  and  having  been  in  the  organiza- 
tion since  its  inception,  one  of  the  things  I  was  very  much  aware 
of  was  the  incredibly  difficult  task  that  HCFA  has  in  terms  of  de- 
veloping policy  on  financing,  quality,  and  other  important  issues.  I 
felt  very  strongly  that  there  are  a  number  of  things  that  could  be 
done  to  regulate  the  industry  as  well  as  develop  policy.  The  first 
step  is  to  recognize  that  our  beneficiaries  and  providers  are  our 
very  best  customers.  This  concept  was  not  recognized  inside  of 
HCFA.  It  took  me  several  months  to  develop  for  HCFA  a  total 
quality  management  (TQM)  initiative.  I  think  TQM  offers  incred- 
ible promise  of  improving  relations  with  the  world  outside  of  HCFA 
in  terms  of  making  our  agency  employees  very  much  aware  of  the 
incredible  power  that  they  have  over  the  health  care  industry. 
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I  think  most  HCFA  employees,  who  are  a  superb  cadre  of  people, 
have  in  the  past  not  recognized  the  full  impact  of  HCFA's  policies 
on  our  providers  and  the  whole  industry.  I  have  been  working  very 
hard  within  HCFA  to  turn  the  staff  around  to  make  sure  that  we 
are  aware  of  the  impact  of  our  policies  on  providers  and  others. 
And  most  importantly,  that  we  need  to  treat  our  beneficiaries  and 
providers  as  our  best  customers.  And  I  think  we  are  doing  a  good 
job  of  that. 

We  also  are  preserving  a  number  of  internal  management  re- 
forms inside  of  HCFA,  recognizing  that  we  have  been  the  object  of 
some  criticism  by  organizations  such  as  the  GAO,  which  believes 
that  there  is  a  lot  of  waste  and  fraud  that  we  are  not  on  top  of. 
We  have  worked  to  improve  our  Medicare  contractors  program  by 
gaining  gpreater  uniformity  and  accountability  of  payment  by  insur- 
ers. 

One  of  the  internal  reforms  we  have  is  our  Medicare  transaction 
system  which  will  improve  claims  processing.  I  think  we  are  cur- 
rently doing  a  fairly  good  job  of  paying  our  providers  on  time,  but 
there  is  always  room  for  improvement. 

We  are  also  reforming  the  peer  review  organization  progpram.  As 
you  know,  many  physicians  have  felt  that  most  of  our  activities  are 
to  investigate  and  punish.  We  are  trying  to  turn  this  perception 
around  by  working  with  the  physician  community.  We  are  reform- 
ing the  peer  review  organizations  to  move  away  from  the  case-by- 
case  "seek  and  punish'  approach  to  one  of  basically  looking  at  the 
outcomes  so  we  can  make  a  decision  as  to  whether  or  not  a  bene- 
ficiary is  receiving  the  proper  treatment  and  receives  a  positive 
outcome  from  the  physician's  care.  This  new  approach  should  not 
halt  most  of  the  criticism  we  have  received  from  physicians  on  our 
past  approach. 

Over  the  last  several  months  HCFA  has  received  numerous  acco- 
lades from  the  American  Medical  Association  and  the  American 
Hospital  Association  for  efforts  we  have  taken  to  reduce  the  hassle 
factor.  Most  of  the  success  is  due  to  HCFA  utilizing  the  TQM  delib- 
erations to  become  more  aware  of  new  actions  that  could  be  taken, 
such  as  intermediate  steps,  that  wouldn't  have  the  negative  effects 
of  past  efforts  that  have  been  implemented  in  various  regulations 
and  laws. 

In  addition,  we  have  the  Advisory  Panel  of  Practicing  Physicians. 
We  invited  the  panel  in  to  work  with  us  to  identify  items  that  phy- 
sicians felt  were  very  troublesome,  and  were  considered  to  be  an 
impediment  to  their  practice  of  medicine  and  at  the  same  time 
didn't  improve  the  operation  of  the  Medicare  program.  The  panel 
has  given  HCFA  many  ideas  about  reforms  that  could  be  devel- 
oped. Currently,  we  are  implementing  these  specific  reforms  to  im- 
prove our  regulations  and  overall  procedures. 

So  I  think  HCFA  has  improved  its  perception  of  how  to  best 
serve  our  most  important  customers.  Medicare  beneficiaries  and 
their  providers,  over  the  past  year.  I  think  that  HCFA  is  a  better 
organization  because  of  the  improvements  I  have  recommended  and 
successfully  implemented. 

Mr.  Thomas.  Well,  yes,  if  you  brought  a  sense  of  the  outside 
world  and  their  concepts,  you  had  a  heavy  burden  to  bear.  And  I 
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am  all  for  total  quality  management.  Some  folks  would  settle  for 
some  quality  management. 

The  Diggest  complaint  I  continue  to  get  and  deal  with  as  someone 
who  has  to  be  an  interface,  an  ombuofsman,  if  you  will,  with  Gov- 
ernment, is  the  really  unfair  role  of  Government  in  terms  of  requir- 
ing mandates,  monitoring,  and  an  enormous  amount  of  lx)ok- 
keeping  on  people,  and  then  simply  being  unwilling  to  pay  people 
on  a  timely  basis  for  what  are  fair  rendered  services.  If  you  really 
wanted  to  make  a  big  hit  out  there,  that  alone,  I  think — ^pick  a 
number,  30  days,  45  days,  any  kind  of  a  fixed  turnaround  that  is 
required  on  the  private  sector  on  an  ongoing  basis — ^would  be  a 
wonderful  advancement.  But  I  wish  you  well. 

Thank  you  very  much,  Mr.  Chairman, 

Chairman  Stark,  Mr.  Levin. 

Mr.  Levin.  Thank  you,  and  a  warm  welcome. 

Clearly,  there  has  to  be  a  major  reduction  in  the  inflation  of 
health  care  costs,  and  Medicare  clearly  has  to  bear  a  good  part  of 
the  burden,  a  fair  part.  I  think  this  administration  is  determined 
to  have  these  reductions  driven  by  policy  and  not  be  willy-nilly. 

Mr,  Toby,  let  me,  if  I  might,  ask  you  just  a  few  questions  in  that 
regard,  and  I  realize  that  it  may  not  really  be  possible  to  give  very 
final  answers  because  some  of  the  proposals  are  not  yet  complete. 
But  I  think  these  are  some  of  the  standards  that  we  must  look  at. 

For  example,  you  say  in  your  testimony  that  hospital  occupancy 
rates  average  about  65  percent.  I  think  we  have  to  ask  ourselves 
how  these  cuts  relate  to  hospital  occupancy.  Is  there  any  relation- 
ship? 

Secondly,  some  hospitals  carry  much  more  burden  than  others  in 
terms  of  uncompensated  care  and  other  t)^es  of  care.  So  a  second 
question,  I  think,  is:  Is  there  any  relationsnip,  or  what  is  the  rela- 
tionship between  these  budget  cuts  and  hospitals  that  are  carrying 
a  special  burden?  That  is  the  second  one;  the  first  is  occupancy. 

Then  I  would  think  a  third  one  is  the  standard  of  profitability 
which  will  relate  to  the  first  two;  that  is,  is  there  any  relationship 
between  the  proposed  budget  cuts  and  the  profitability  of  various 
types  of  hospitals? 

I  think,  for  example,  the  proposal  on  direct  medical  education 
must  be  looked  at  in  terms  of  these  three  and  perhaps  other  stand- 
ards, going  over  to  a  national  average. 

So  let  me  ask  you,  at  this  point  are  you  in  a  position — is  HCFA 
in  a  position — to  discuss  the  relationships  between  the  proposed 
cuts  in  these  three  standards  and  any  other  ones  that  might  be  rel- 
evant? 

Mr.  Toby.  Well,  in  regard  to  your  question  about  standards,  sir, 
occupancy  is  one  indication  that  hospitals,  in  general,  are 
underutilized.  In  addition,  we  look  at  a  number  of  other  areas  to 
determine  our  update  payments.  When  we  decide  on  taking  a  pol- 
icy approach,  for  the  most  part,  we  are  always  concerned  about  the 
financial  health  of  institutions  and  hospitals.  We  know  in  particu- 
lar many  inner-city  hospitals  and  teaching  hospitals  carry  an 
added  burden  of  treating  many  of  the  uninsured. 

We  also  are  very  concerned  as  to  whether  or  not  the  payment 
policy  implemented  will  have  an  adverse  effect  on  access  for  Medi- 
care beneficiaries.   We  have  approximately  36  million   Medicare 
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beneficiaries  to  serve  and  Medicare  must  continue  to  provide  acces- 
sible and  affordable  health  care.  Medicare  had  been  the  leader  in 
terms  of  controlling  health  care  spending  and  certain  costs  for 
health  care  beneficiaries  by  giving  incentives  to  providers  to  pro- 
vide care  in  an  efficient  manner.  So  these  are  some  of  the  stand- 
ards HCFA  uses  to  provice  quality  care  at  an  affordable  price. 

In  response  to  your  question  on  profitability,  we  think  that  hos- 
pitals can  provide  high  quality  services  to  beneficiaries  in  an  effec- 
tive and  efficient  manner.  Medicare  pays  a  price  prospectively  up 
front  for  a  specific  service,  and  we  assume  that  hospitals  will  have 
the  kind  of  efficiencies  that  will  allow  them  to  be  profitable. 

Mr.  Levin,  Thank  you. 

Chairman  Stark.  Mr.  Cardin. 

Mr.  Cardin.  Thank  you,  Mr.  Chairman. 

Mr.  Toby,  welcome.  I  am  pleased  to  see  that  your  recommenda- 
tion concerning  direct  medical  education  costs,  that  the  primary 
purpose  for  that  recommendation  is  to  try  to  increase  the  training 
of  people  in  primary  care.  As  we  go  through  this  difficult  task  of 
reconciliation  and  trying  to  deal  with  the  Medicare  numbers  that 
we  must  meet  by  the  budget  resolution,  I  hope  we  will  try  to  ac- 
complish training  more  people  in  primary  health  care.  That  is  one 
of  the  major  problems  that  we  are  having  and  that  we  are  looking 
at  in  the  health  care  reform  bill. 

So  I  personally  would  appreciate  your  keeping  us  informed  as  we 
go  through  reconciliation  on  what  we  can  do  as  we  look  to  changing 
the  current  Medicare  rules  to  encourage  hospitals  and  medical 
schools  to  train  more  people  for  primary  health  care. 

Mr.  Toby.  Yes,  we  certainly  will. 

Chairman  Stark.  Mr.  McDermott. 

Mr.  McDermott.  No  questions. 

Chairman  Stark.  Mr.  Toby,  thank  vou  very  much. 

Mr.  Toby.  Thank  you  very  much,  \Ir.  Chairman, 

[A  question  from  Representative  Grandy  for  Mr.  Toby  and  his  re- 
sponse follows:] 

Question.  Mr.  Toby,  please  specify  the  impact  of  the  administration's  proposal  on 
the  elimination  of  the  urban/rural  differential  for  PPS  standardized  amounts. 

Answer.  Our  projposal  will  continue  current  policy  in  this  regard.  The  proposal 
will  aoply  update  factors  to  the  rural  standardized  amounts  that  will  be  greater 
than  the  urban  updates  for  fiscal  years  1994  and  1995.  This  means  that  beginning 
in  fiscal  year  1995  the  rural  and  "other  urban"  standardized  amounts  will  be  the 
same.  Large  urban  areas  (population  of  1  million+)  will  retain  a  hi^er  standardized 
amount. 

Chairman  Stark.  We  will  continue  with  testimony  now  from  Stu- 
art Altman,  Chairman  of  the  Prospective  Payment  Assessment 
Commission.  Dr.  Altman  is  accompanied  by  Donald  Young,  the  Ex- 
ecutive Director  of  ProPAC.  We  welcome  you  both  back  to  the  sub- 
committee and  look  forward  to  your  testimony.  Your  entire  state- 
ment will  be  included  in  the  record. 

I  just  wanted  to  advise  the  members  of  the  subcommittee,  in  case 
they  have  an  interest  in  this  as  the  testimony  develops  this  morn- 
ing, that  Stuart  Altman  a  few  years  ago  directed  the  Council  on 
Wage  and  Price  Stability.  There  has  been  some  discussion  that  we 
might  have  price  freezes  or  price  controls,  and  we  have  with  us 
today  an  expert  who  could  run  either  system. 

Mr.  Thomas.  Or  who  could  tell  us  why  we  shouldn't. 
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Chairman  Stark.  Or,  indeed,  could  tell  us  why  we  shouldn't.  So 
not  only  will  we  look  forward  to  your  testimony  as  to  what  we 
should  do  to  slow  the  rate  of  inflation  of  medical  care  costs,  but  we 
may  have  many  other  questions  for  you  that  will  help  us  as  we  go 
along. 

Why  don't  you  proceed  in  any  manner  that  you  are  comfortable. 
Welcome  back. 

STATEMENT  OF  STUART  H.  ALTMAN,  PH.D.,  CHAIRMAN,  PRO- 
SPECTIVE PAYMENT  ASSESSMENT  COMMISSION,  ACCOM- 
PANIED BY  DONALD  YOUNG,  MX)^  EXECUTIVE  DIRECTOR 

Mr.  Altman.  Thank  you,  Mr.  Chairman. 

First  I  would  like  to  thank  you,  Mr.  Chairman,  and  the  commit- 
tee for  supporting  my  continuation  as  Chairman.  I  was  pleased  to 
have  been  appointed  for  my  fourth  term  as  Chairman,  and  what  is 
a  special  privilege  is  the  ability  to  come  up  and  testify  with  Don 
Young  at  my  side.  It  makes  what  could  be  a  nervous  experience 
very  pleasant. 

This,  as  you  know  well,  is  the  ninth  time  that  we  have  come  be- 
fore this  committee  to  provide  you  with  the  benefits  of  our  delibera- 
tions during  the  year,  and  for  those  of  you  who  are  new  to  the  com- 
mittee, you  know  that  the  Commission  s  responsibility  has  changed 
significantly  over  the  last  10  years  or  so.  Originally,  we  were  fo- 
cused almost  entirely  on  the  DKG  system  and  technical  changes  re- 
lating to  it.  More  recently,  the  Congress  has  expanded  our  respon- 
sibilities to  include  outpatient  hospital  services,  skilled  nursing  fa- 
cilities, home  health  services,  and  most  recently  to  focus  on  end- 
stage  renal  dialysis. 

In  addition,  we  have  been  asked  by  you  and  other  committees  in 
the  Congress  to  focus  more  broadly  on  the  issues  of  health  care  re- 
form. 

In  our  March  1  report  which  we  submitted,  we  make  several  rec- 
ommendations concerning  what  we  believe  should  be  the  appro- 
priate increases  in  hospital  payments  by  Medicare  as  well  as  pay- 
ments to  other  facilities,  including  end-stage  renal  disease.  And  I 
would  like  to  briefly  highlight  these  in  a  minute.  But  first  let  me 
focus  just  for  2  seconds  on  this  broader  issue  of  rising  spending  for 
health  care. 

If  you  take  a  view  about  Medicare  itself,  it  is  fairly  clear  that  the 
Medicare  program  has  successfully  controlled  its  spending  for  inpa- 
tient hospital  care.  The  rate  of  increase  in  Medicare  inpatient  hos- 
pital spending,  which  was  growing  at  an  annual  rate,  after  adjust- 
ing for  inflation,  of  9.1  percent  before  PPS,  has  now  slowed  to  2.5 
percent  in  the  6  years  that  PPS  has  been  in  existence. 

But  although  Medicare  has  been  able  to  slow  its  hospital  pay- 
ment rate,  hospital  costs  have  continued  to  rise  rapidly.  As  Con- 
gfressman  Thomas  indicated,  most  hospitals  have  been  able  to  off- 
set the  difference  between  Medicare  payments  and  costs  and  main- 
tain their  operating  profit  margins  by  raising  charges  to  other  pay- 
ers. 

This  is  an  area  that,  while  it  doesn't  necessarily  argue  that  Medi- 
care should  cut  back  on  its  vigil,  does  suggest  that  all  of  us  in  the 
Federal  Government  need  to  recognize  that  we  have  to  be  con- 
cerned about  how  large  a  differential  should  be  maintained  be- 
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tween  Medicare  payments  and  those  of  private  payers,  and  the  im- 
plications that  Medicare  payment  policy  has  on  the  broader  health 
care  system. 

Nevertheless,  Medicare  must  maintain  its  vigil  with  respect  to 
controlling  its  spending  or  face  the  possibility  of  serious  financial 
problems  Tor  the  Medicare  program  itself. 

Now  I  would  like  to  focus  briefly  on  our  recommendations  for 
next  year.  Even  though  the  law  currently  in  existence  implies  that 
Medicare  payments  to  hospitals  should  go  up  by  the  market  basket, 
you  have  asked  us  to  use  our  methodology  to  suggest  what  should 
De  the  increase.  And  based  on  our  methodology,  which  we  have 
used  now  for  9  years,  we  would  recommend  that  average  payments 
to  hospitals  increase  by  about  3.6  percent,  which  is  composed  of  a 
3.4  percent  increase  for  urban  hospitals  and  a  4.9  percent  increase 
for  rural  hospitals. 

In  addition,  we  have  recommended  that  the  Federal  portion  of 
the  capital  payment  rate  go  up  by  2.7  percent  for  both  urban  and 
rural  hospitals. 

In  addition,  we  have  recommended  that  the  hospital-specific  base 
year  costs  for  sole  community  hospitals  increase  by  4.9  percent, 
and  that  for  facilities  which  are  excluded  from  PPS — psychiatric, 
rehabilitation  hospitals,  distinct  part  units,  as  well  as  long-term 
care,  children's,  and  cancer  hospitals — increase  by  3.2  percent. 

Finally,  we  make  our  first  recommendation  with  respect  to  the 
update  factor  for  dialysis  services,  which  have  not  increased  for 
many  years,  and  our  recommended  increase  for  these  services  is  2.5 
percent. 

I  want  to  focus  the  committee's  attention  a  bit,  though,  not  on 
the  increase,  but  on  an  issue  of  fairness.  As  the  gap  has  widened 
between  what  Medicare  pays  and  what  hospital  costs  are,  I  think 
we  all  need  to  be  more  concerned  than  ever  that  the  system  that 
we  develop  is  fair  to  all  hospitals.  In  that  context,  we  have  focused 
on  several  components  of  the  PPS  system  whicn  we  believe  are 
very  important. 

First  is  the  wage  index.  Roughly  $35  billion  of  PPS  payments  are 
distributed  to  hospitals  througnout  the  United  States  based  on  ad- 
justments in  that  wage  index.  Every  analysis  of  that  wage  index 
suggests  that  it  is  terribly  unfair.  You  have  tried  to  fix  it  several 
times.  You  have  introduced  all  kinds  of  adjustments,  the  latest  of 
which  is  the  creation  of  a  Medicare  geographic  classification  review 
board.  And  while  you  have  tried  and  we  have  tried  mightily,  I  have 
to  say  it  has  been  a  colossal  mess. 

We  have  tried,  with  the  help  of  people  on  your  committee  as  well 
as  the  help  of  people  in  HCFA,  to  develop  a  new  index,  and  we 
think  we  are  on  the  verge  of  having  created  one  that  might  work 
better.  It  basically  builds  on  a  hospital's  own  specific  labor  market 
costs  and  looks  at  the  labor  costs  of  hospitals  in  its  surrounding 
area.  Based  on  our  analysis,  which  has  been  going  on  now  for  sev- 
eral years,  we  think  this  method  is  substantially  better  than  the 
method  that  is  currently  in  existence,  and  we  hope  to  work  with 
your  committee  as  well  as  HCFA  on  developing  this  method  so  that 
it  could  be  introduced  as  legislation  shortly. 

A  second  area  is  outlier  payments.  Outlier  payments  is  a  very 
technical  issue,  and  often  in  this  committee  we  don't  talk  about  it. 
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But  it  has  a  tremendous  impact  on  those  hospitals  that  treat  our 
sickest  patients,  and  it  really  needs  to  be  adjusted. 

I  won't  go  through  the  adjustments  now,  but  I  would  urge  you 
and  members  of  your  staff  to  work  with  us  to  make  the  kind  of  ad- 
justments we  suggest.  We  need  to  change  the  way  we  focus  on 
outliers  from  what  used  to  be  called  a  day  outlier  policy  to  a  cost 
outlier  policy.  We  need  to  change  the  way  outliers  are  calculated. 
And  we  have  a  whole  series  of  recommendations.  I  hope  you  and 
HCFA  and  other  Members  of  the  Congress  will  focus  on  this  issue 
because  it  really  gets  to  the  heart  of  fairness. 

Finally,  we  need  to  focus  on  the  issue  of  the  indirect  medical  edu- 
cation. As  Mr.  Toby  indicated,  we  have  been  looking  at  this  for  a 
long  time,  and  we  realize  and  support  the  need  for  teaching  hos- 
pitals to  receive  extra  payments.  They  are,  after  all.  the  institu- 
tions that  provide  us  with  our  new  physicians,  and  tney  also  pro- 
vide extra  care  to  our  low-income  and  disadvantaged  populations. 
They  are  also  our  institutions  that  we  look  to  often  when  we  are 
the  sickest. 

But  we  also  have  to  bear  in  mind  that  we  have  a  duty  not  only 
to  those  institutions,  but  to  all  hospitals,  and  we  have  tried  to  come 
up  with  the  best  index  of  doing  that.  Our  recommendation  is  that 
we  reduce  somewhat  the  teaching  adjustment  which  currently  is  at 
a  rate  of  7.7  percent  to  a  rate  which  is  close  to  7  percent. 

But  we  caution  you  and  the  administration  that  when  we  reduce 
the  indirect  medical  education  adjustment,  we  do  it  very  gingerly 
because  we  are,  after  all,  impacting  on  institutions  that  are  as  im- 
portant as  any  we  have  in  our  health  system. 

We  also  have  several  recommendations  with  respect  to  transfer 
policies.  Again,  I  would  suggest  that  we  work  with  your  committee 
on  that. 

Finally,  in  my  testimony  I  focus  on  recommendations  and  spend- 
ing for  other  settings,  but  I  will  just  ask  that  my  full  testimony  be 
in  the  record  and  mat  we  have  the  opportunity  to  talk  with  your 
committee. 

Again,  it  is  a  privilege  and  a  pleasure  for  me  to  be  here  this 
morning,  and  I  look  forward  to  working  with  your  committee  for 
the  years  ahead.  Thank  you  very  much,  Mr,  Chairman. 

[The  prepared  statement  follows:] 


19 


TESTIMONY  FOR  THE 

PROSPECTIVE  PAYMENT  ASSESSMENT  COMMISSION 

STUART  H.  ALTMAN,  PH.D..  CHAIRMAN 


Good  morning,  Mr.  Chairman.   I  am  Stuart  Attman,  Chairman  of  the  Prospective 
Payment  Assessment  Commission.  With  me  today  is  Dr.  Donald  Young,  the 
Commission's  Executive  Director.   I  am  pleased  to  be  here  this  morning  to  describe 
ProPAC's  work  and  to  present  our  most  recent  recommendations  to  the  Congress 
and  the  Secretary  of  Health  and  Human  Services  for  updating  and  improving  Medicare 
payment  policies  for  hospitals  and  other  facilities. 


COMMISSION  RESPONSIBILITIES 

Because  the  Subcommittee  has  a  number  of  new  members,  Mr.  Chairman,  I 
first  would  like  to  review  briefly  the  Commission's  role  and  responsibilities.   ProPAC  is 
an  independent  Congressional  agency  that  was  established  in  the  1983  legislation  that 
created  the  Medicare  prospective  payment  system  (PPS)  for  inpatient  hospital 
services.   Our  work  is  heavily  influenced  by  Congressional  needs  and  requests  for 
studies  and  reports. 

When  we  first  appeared  before  this  Subcommittee  almost  ten  years  ago,  our 
primary  responsibilities  were  updating  and  improving  the  Medicare  prospective 
payment  system.  Since  then.  Congress  has  greatly  expanded  our  mandate,  and  we 
now  also  are  responsible  for  providing  analyses  and  recommendations  to  Congress 
concerning  Medicare  policies  for  excluded  facilities,  outpatient  hospital  services,  skilled 
nursing  facility  and  home  health  services,  and  end-stage  renal  disease  dialysis 
services.  We  also  now  have  responsibilities  related  to  Medicaid  hospital  payment  and 
the  analysis  of  issues  related  to  health  care  reform. 

Last  year  we  submitted  a  repon,  requested  by  this  Committee,  describing  the 
steps  necessary  to  implement  an  optional  payment  system  for  private  payers  based 
on  Medicare's  methods.   In  that  report,  we  also  described  the  significant  savings  that 
could  result  from  such  a  system.  Currently,  we  are  preparing  a  report,  that  we  will 
deliver  to  you  by  July  1,  1993,  on  the  design  and  implementation  of  a  global  budgeting 
system. 

On  March  1,  1993,  we  submitted  our  ninth  annual  report  to  Congress 
containing  recommendations  for  Medicare  program  improvements.   In  that  report  we 
also  describe  the  relentless  growth  in  this  nation's  health  care  spending  and  the  role 
the  Medicare  program  has  played  in  attempting  to  constrain  that  growth.   I  would  like 
to  briefly  highlight  some  of  our  findings. 


GROWTH  IN  HEALTH  CARE  SPENDING 

As  the  members  of  this  Subcommittee  know,  spending  for  health  care  in  this 
nation  is  projected  to  grow  to  $1.7  trillion  by  the  year  2000,  if  current  trends  continue. 
The  level  of  health  care  spending,  as  well  as  the  continued  increase  in  that  spending, 
far  exceeds  that  of  any  other  nation. 

Despite  the  continued  rise  in  total  health  care  expenditures,  the  Medicare 
program  has  successfully  controlled  its  spending  for  inpatient  hospital  care.   As  you 
can  see  in  Rgure  1 ,  PPS  had  a  major  effect.  The  rate  of  increase  in  Medicare 
inpatient  hospital  spending  slowed  dramatically  with  the  implementation  of  PPS. 
During  the  six  years  before  prospective  payment.  Medicare  payments  grew  at  a  real 
annual  rate-that  is,  adjusted  for  general  inflation--of  9.1  percent.  This  rate  fell  to  2.5 
percent  over  the  first  six  years  of  PPS. 
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Figure    i .  Real  Rate  of  Increase  In 

Medicare  Benefit  Payments, 
Before  and  After  PPS 
(In  Percent) 
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Although  the  growth  of  Medicare  hospital  payments  has  slowed,  hospital  costs 
have  continued  to  rise  rapidly.  Hospital  operating  costs  per  Medicare  discharge 
increased  106  percent  in  the  first  nine  years  of  PPS  (see  Figure  2).  This  was 
considerably  greater  than  the  87  percent  growth  in  PPS  payments  per  discharge,  and 
more  than  twice  the  46  percent  increase  in  the  hospital  market  basket  index,  which 
reflects  the  prices  of  goods  and  services  used  by  hospitals. 

Figure  2     Cumulative  Increases  In  PPS 
Market  Basket,  Update, 
Payments,  and  Costs,  First  Nine 
Years  of  PPS  (In  Percent) 
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SOURCE:   ProPAC 


Most  hospitals  have  been  able  to  offset  the  difference  between  Medicare 
payments  and  costs  and  maintain  their  operating  profit  margins  by  raising  charges  to 
other  payers.   However,  there  is  considerable  variation  among  hospitals  in  their  ability 
to  generate  extra  revenues  from  private  payers,  and  hospitals  with  a  small  number  of 
privately  insured  patients  are  especially  at  risk.  PPS  has  provided  some  assistance  to 
these  hospitals  through  the  disproportionate  share,  teaching,  and  sole  community 
hospital  polides.   In  1990,  while  total  hospital  payments  from  Medicare  were  10 
percent  ($8.2  billion)  below  costs,  payments  from  private  insurers  were  28  percent 
($22.5  billion)  greater  than  the  cost  of  treating  their  patients. 

Despite  the  continuing  increase  in  hospital  costs  and  higher  charges  to  private 
insurers,  the  Commission  believes  that  the  Medicare  program  should  continue  to  limit 
the  growth  of  inpatient  hospital  payments.  To  do  otherwise  would  threaten  the 
financial  viability  of  the  Medicare  program  and  encourage  further  hospital  cost  inflation. 
But  the  Federal  government  should  also  recognize  that  there  are  limits  to  how  large 
the  differential  between  its  payments  and  those  of  private  payers  can  be,  and  it  must 
recognize  the  implications  of  what  it  does  on  the  broader  health  care  system. 
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UPDATE  FACTOR  RECOMMENDATIONS  FOR  FISCAL  YEAR  1994 

PPS  Operating  Update 

As  you  know,  Mr.  Chaiiman,  the  1994  update  for  inpatient  hospital  operating 
costs  has  been  set  by  law.   Nevertheless,  as  requested  by  Congress,  the  Commission 
followed  its  past  approach  of  examining  individual  factors  that  together  determine  its 
update  recommendations.  Based  on  that  methodology,  ProPAC  recommends  an 
average  payment  update  of  3.6  percent  for  PPS  inpatient  hospital  care  for  fiscal  year 
1994.  Urban  hospitals  should  receive  a  per  case  payment  increase  of  3.4  percent  and 
rural  hospitals  should  receive  a  4.9  percent  increase. 

While  ProPAC's  update  recommendations  are  lower  than  the  updates  set  by 
law,  we  believe  our  recommendations  are  appropriate  and  sufficient  to  maintain 
Medicare  enrollees'  access  to  quality  care,  while  encouraging  hospital  efficiency  in 
providing  that  care.   I  also  should  note  that  the  annual  growth  in  average  payments 
per  case  is  actually  greater  than  the  PPS  update.  This  is  due  to  the  fact  that  changes 
in  the  mix  of  cases  hospitals  treat,  as  measured  by  the  case-mix  index,  are  estimated 
to  increase  payments  by  1.9  percent  in  fiscal  year  1994.  As  a  result,  the  actual 
average  increase  in  per  case  payments  (using  our  update  recommendation)  would  be 
about  5.5  percent 

Capital  Update 

This  year  the  Commission  also  is  recommending  an  update  for  the  Federal 
capital  payment  rate.   In  1992,  Medicare's  payment  method  for  hospital  capital 
expenses  was  changed  from  a  cost  basis  to  a  prospective  per  case  basis.  This  new 
payment  method  is  being  chased  in  over  a  ten  year  period.   During  this  transition,  an 
increasing  portion  of  capital  payments  will  be  based  on  the  Federal  capital  payment 
rate.  We  believe  that  the  Federal  rate  should  be  increased  using  a  formula  that  is 
similar  to  that  used  to  update  PPS  operating  payments.   Using  this  approach,  we 
recommend  a  fiscal  year  1994  update  of  2.7  percent  for  both  urban  and  rural 
hospitals.  We  also  believe  that,  ultimately,  there  should  be  a  single  update  for  both 
operating  and  capital  payments.  If  a  fully  phased-in  capital  prospective  payment 
system  were  in  place  in  fiscal  year  1994,  the  recommended  combined  update  would 
be  3.5  percent.   Increases  in  the  case-mix  index,  however,  would  actually  increase 
total  payments  about  5.5  percent. 

Other  Updates 

Mr.  Chairman,  pursuant  to  our  mandate,  we  also  are  recommending  the 
following  updates  for  fiscal  year  1994.   For  rates  derived  from  hospital-specific  base- 
year  costs,  for  sole  community  hospitals,  we  recommend  an  update  of  4.9  percent. 
This  increase  is  the  same  as  the  PPS  update  for  rural  hospitals.   For  facilities  that  are 
excluded  from  PPS  (psychiatric  and  rehabilitation  hospitals  and  distinct  part  units  as 
well  as  long-term,  children's,  and  cancer  hospitals)  we  recommend  that  payments 
increase  by  3.2  percent.   Rnally,  we  recommend  that  the  composite  rate  payment  for 
dialysis  services  should  be  updated  by  2.5  percent.  A  summary  of  our  update 
recommendations  is  shown  in  Table  1 . 
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Table  1.   ProPAC  Recommended  Update  Factors,  Fiscal  Year  1994 

Overall  PPS  hospital  operating  payments 3.6% 

Large  urban  areas    3.4 

Other  urban  areas    3.4 

Rural  areas    4.9 

Total  capital  update 2.7 

Hospital-specific  rates   4.9 

PPS-excluded  hospitals 3.2 

Dialysis  services  composite  rate 2.5 

EQUITY  IN  DISTRIBUTION  OF  MEDICARE  PAYMENTS 

Mr.  Chairman,  I  now  would  like  to  turn  to  the  issue  of  equity  in  the  distribution 
of  Medicare  payments.  As  the  gap  t^etween  Medicare  payments  and  costs  widens, 
we  believe  it  is  even  more  important  that  Medicare  policies  continue  to  be  refined  to 
ensure  that  the  payment  system  is  fair  to  all  hospitals.  As  part  of  our  mandate, 
ProPAC  monitors  the  distribution  of  PPS  payments  across  hospitals  and  makes 
recommendations  concerning  adjustments  to  those  payments.  Our  March  Report 
identifies  a  number  of  areas  where  we  t^elieve  policy  improvements  are  necessary.  I 
would  like  to  highlight  several  of  our  recommendations. 

PPS  Wage  Index 

The  PPS  wage  index  is  used  to  adjust  hospital  payments  to  reflect  geographic 
differences  in  the  price  of  labor  hospitals  must  purchase  to  provide  inpatient  services. 
Currentiy,  the  wage  index  directiy  affects  the  distribution  of  more  ttian  $35  billion  in 
PPS  payments.    Consequentiy,  the  accuracy  of  the  wage  index  is  a  key  component  of 
payment  equity  among  hospitals. 

The  current  method  for  determining  the  hospital  wage  index  has  proven  to  be 
unfair  to  many  hospitals,  urban  and  rural  alike.   For  example,  the  metropolitan 
statistical  areas  (MSA)  used  to  determine  the  labor  market  areas  have  arbitrary 
boundaries  that  do  not  accurately  reflect  the  labor  market  conditions  hospitals  face. 
The  new  MSAs  that  were  recently  released  exacerbate  this  problem. 

Congress  attempted  to  alleviate  the  inequities  associated  vtrith  labor  market 
areas  by  creating  tiie  Medicare  Geographic  Classification  Review  Board.  The  Board 
reviews  and  approves  applications  from  hospitals  to  be  reclassified  into  different  latsor 
market  areas  for  the  purpose  of  the  wage  index.  Our  research  shows,  however,  that 
geographic  reclassification  has  not  been  an  effective  solution. 

In  response  to  requests  from  Congress,  ProPAC  has  developed  and  evaluated 
a  new  method  for  determining  hospital  labor  market  areas  that  will  reduce  many  of  the 
problems  associated  with  the  current  wage  index.  Our  approach  uses  hospital- 
specific  labor  market  definitions  based  on  hospital  geographic  proximity.  We  believe 
that  hospital-specific  labor  market  areas  will  substantially  improve  the  accuracy  and 
Integrity  of  the  PPS  wage  index.   Under  this  metiiod,  individual  labor  market  areas 
would  be  defined  for  each  hospital  to  include  only  tiiose  hospitals  in  the  immediate 
vicinity.   In  the  next  month,  ProPAC  will  release  a  Technical  Report  Series  document 
that  will  provide  a  complete  description  and  analysis  of  this  new  approach. 
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Outlier  Policy 

The  Commission  also  is  recommending  improvements  in  the  PPS  outlier  policy. 
The  current  outlier  policy  gives  hospitals  additional  payments  for  cases  that  have 
exceptionally  long  stays  or  exceptionally  high  costs.   Initially,  outliers  based  on  length 
of  stay  ("day  outliers")  have  received  the  greater  portion  of  the  outlier  pool.   Our 
research  has  shown,  however,  that  while  day  outliers  generally  are  more  expensive 
than  the  average  case,  they  frequently  are  not  associated  with  large  financial  losses  to 
the  hospital.   In  contrast,  cost  outlier  cases  are  associated  with  even  larger  losses  to 
the  hospital.  Accordingly,  over  time,  the  Secretary  has  decreased  the  emphasis  of 
day  outliers. 

The  Commission  supports  the  increased  emphasis  on  cost  outliers  relative  to 
day  outliers  because  we  believe  costs  more  effectively  identify  the  cases  associated 
with  the  largest  losses  to  the  hospital.  We  recommend  that  the  proportion  of  day 
outlier  payments  be  reduced  to  23  percent  in  fiscal  year  1994,  12  percent  in  1995  and 
zero  in  1996.   ProPAC  will  continue  to  monitor  and  analyze  this  issue  to  ensure  that 
distribution  of  outlier  payments  is  fair  and  appropriate. 

Under  the  outlier  policy,  a  case  does  not  qualify  for  additional  payment  unless  it 
exceeds  a  certain  threshold.  We  believe  that  the  threshold  should  be  changed  so  that 
it  is  based  on  a  fixed  dollar  loss  above  each  DRG  payment.  Also,  currently,  hospitals 
receive  outlier  payments  of  75  percent  of  the  estimated  costs  beyond  the  cost 
threshold  level.  We  believe  this  percentage  should  be  raised  to  80  percent. 

In  addition,  the  pool  of  money  used  to  finance  outlier  payments  is  obtained  by 
setting  aside  a  portion  of  total  PPS  payments.   Under  current  law,  the  percentage  set- 
aside  must  be  between  5.0  and  6.0  percent;  currently  it  is  5.1  percent.  We  believe 
that  an  outlier  payment  pool  of  6.0  percent  is  most  appropriate  at  this  time  because  it 
would  reduce  the  losses  for  hospitals  that  treat  a  large  number  of  outlier  cases. 

Indirect  Medical  Education  (IME)  Payments 

We  also  have  continued  our  analysis  of  payments  to  teaching  hospitals.   Under 
PPS,  payments  to  teaching  hospitals  are  adjusted  to  recognize  the  higher  costs  these 
hospitals  incur  in  treating  Medicare  patients.   Every  year,  ProPAC  estimates  the 
relationship  between  teaching  intensity  and  costs  per  discharge.   Our  most  recent 
analysis  indicates  that,  on  average,  a  10  percent  difference  in  teaching  intensity  is 
associated  with  a  5.4  percent  difference  in  Medicare  operating  costs  per  discharge. 
Our  analyses  also  show  that  PPS  margins  for  teaching  hospitals  have  been 
consistently  higher  than  for  non-teaching  hospitals,  although  their  total  margins 
continue  to  be  somewhat  lower. 

Based  on  our  findings,  we  believe  that  a  reduction  in  the  IME  adjustment  is 
warranted.  We  recommend  that  the  IME  payment  adjustment  be  reduced  from  7.7 
percent  to  7.0  percent.  A  gradual  reduction  is  appropriate  because  a  sharp  reduction 
in  IME  payments  might  adversely  affect  access  to  quality  health  care  for  Medicare 
beneficiaries.  We  also  recommend  that  the  savings  from  this  reduction  should  be 
returned  to  all  hospitals  through  a  proportionate  increase  in  the  PPS  standardized 
payment  amounts. 

Transfer  Policy 

Over  the  last  several  years,  ProPAC  has  conducted  an  extensive  analysis  of 
Medicare's  transfer  payment  policy.  That  analysis  shows,  Mr.  Chairman,  that  the 
current  policy  undercompensates  the  treatment  costs  incurred  by  the  transferring 
hospital.  This  is  because  the  payment  approach  does  not  recognize  the  frequently 
higher  costs  of  evaluating  and  stabilizing  patients  early  in  their  hospital  stay. 
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Accordingly,  we  recommend  that  Congress  provide  authority  to  the  Secretary  to 
implement  a  per  diem  payment  for  transfer  cases  that  reflects  this  pattern. 


MEDICARE  SPENDING  IN  OTHER  SETTINGS 

Mr.  Chairman,  I  now  would  lil<e  to  address  the  issue  of  Medicare  spending  in 
settings  outside  of  the  hospital.  Mhough  the  growth  in  Medicare  spending  for 
inpatient  hospital  care  has  slowed,  Medicare  expenditures  for  services  furnished  in 
otiier  settings  has  continued  to  increase  10  percent  a  year  above  the  rate  of  inflation 
(see  Figure  1).   Health  care  spending  can  increase  because  the  price  of  services 
increases  or  the  volume  of  services  increases.  The  Medicare  program  generally  has 
been  successful  in  controlling  the  price  of  specific  services.  Experience  shows, 
however,  that  costs  continue  to  grow  because  the  volume  of  services  has  increased. 
We  are  very  concemed  about  the  continued  growth  in  the  volume  of  services.   Efforts 
to  constrain  volume,  however,  are  hampered  by  the  large  number  of  different  sites  and 
providers  of  care,  and  lack  of  information  concerning  the  appropriateness  and  value  of 
much  of  the  care  that  is  furnished. 

I  briefly  would  like  to  summarize  several  of  our  recommendations  to  improve  the 
effectiveness  and  equity  of  Medicare  payments  for  services  furnished  in  other  settings. 

Outpatient  Services 

The  Commission  continues  to  be  concemed  about  the  overall  growth  in 
spending  for  hospital  outpatient  services.  The  Commission  supports  Congress'  intent 
to  establish  prospective  payment  methods  for  hospital  outpatient  services.  The 
Commission  has  been  studying  this  area  and  has  submitted  two  background  reports. 
We  support  the  research  the  Secretary  has  undertaken  to  develop  a  classification 
system  for  ambulatory  sennces.  As  mandated  by  OBRA  1990,  we  will  review  and 
comment  upon  the  Seaetary's  proposal  when  it  is  released. 

Mr.  Chairman,  in  our  March  Report  we  repeat  an  important  recommendation 
conceming  beneficiary  liability  under  the  cun-ent  method  of  paying  for  outpatient 
services.  Medicare  payment  for  most  hospital  outpatient  services  is  at  least  partly 
based  on  costs  or  charges,  whichever  is  less.   Because  payment  is  not  determined 
until  the  hospital  submits  its  annual  Medicare  Cost  Report,  beneficiary  liability  is  set  at 
20  percent  of  the  hospital's  charges,  rather  than  20  percent  of  payments,  as  it  is  in 
other  settings.   Because  hospital  charges  for  outpatient  services  generally  are  higher 
than  costs  or  payments.  Medicare  patients  end  up  paying  substantially  more  than  20 
percent  of  costs  or  payments.  The  Health  Care  Rnancing  Administration  (HCFA) 
estimated  that  in  1992,  40  percent  of  hospital  payments  for  ambulatory  surgical 
services  were  paid  by  beneficiaries;  for  radiology  services  beneficiary  liability  was  50 
percent  of  payments. 

Mr.  Chairman,  this  payment  policy  unfairly  penalizes  beneficiaries  who  receive 
care  in  hospital  outpatient  settings.  Accordingly,  we  believe  that  a  Medicare 
beneficiary's  liability  should  be  based  on  20  percent  of  the  payment  allowed  by 
Medicare.  Until  prospective  payment  is  implemented  for  outpatient  services,  this 
amount  shouki  be  20  F)ercent  of  Medicare-allowable  costs,  which  can  be  estimated 
from  available  information. 

Other  Settings 

Medicare  expenditures  for  other  fadlities  that  are  not  paid  prospectively  have 
also  escalated.  These  facilities  include  nursing  facilities,  home  health  agencies,  and 
PPS-exduded  hospitals  and  distinct-part  units.  The  Congress  has  directed  the 
Seaetary  and  ProPAC  to  look  at  potential  prospective  payment  methods  for  tiiese 
facilities.  The  Seaetary  has  been  directed  to  develop  specific  payment  proposals,  and 
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we  have  been  directed  to  analyze  and  comment  on  those  proposals.  The  Secretary 
has  not  yet  submitted  her  proposals;  however,  we  have  released  interim  background 
repxjrts  describing  each  of  these  facility  types.  We  will  continue  to  monitor  these  areas 
and  will  analyze  and  comment  upon  the  Secretary's  proposals  when  they  are  released. 

Quality  of  Care 

Ensuring  quality  care  for  beneficiaries  is  an  important  responsibility  of  the 
Medicare  program.  We  believe  the  Medicare  program  must  continue  to  strengthen  its 
quality  assurance  programs  and  oversight  mechanisms,  especially  in  settings  outside 
of  the  hospital.   Presently,  there  is  little  or  no  oversight  of  the  quality  of  care  in 
ambulatory  and  other  settings.   Further,  the  Medicare  program  should  adequately 
evaluate  and  fund  its  ongoing  efforts  to  monitor  quality  of  care. 


HEALTH  CARE  REFORM 

As  Medicare  continues  to  attempt  to  control  growrth  in  its  spending,  the 
interaction  between  Medicare's  policies  and  those  of  other  payers  is  increasingly 
important.   Last  year,  in  response  to  a  request  from  this  Committee,  ProPAC 
submitted  a  report  describing  the  steps  necessary  to  implement  an  optional  hospital 
payment  system,  based  on  Medicare's  methods,  that  could  be  adopted  by  private 
payers.  This  report  documented  for  the  first  time  the  extent  to  which  hospitals  were 
able  to  generate  additional  revenues  from  private  payers  to  offset  losses  from 
Medicare,  Medicaid,  and  uncompensated  care.  This  phenomenon  is  frequently 
referred  to  as  cost  shifting. 

Cost  shifting  is  important  to  private  payers  because  it  increases  their  overall 
costs.  It  is  also  important  to  Medicare  because  it  weakens  Medicare's  financial 
irx»ntives  to  decrease  overall  costs.  This  report  also  showed  the  significant  savings 
possible  if  private  payers  paid  hospitals  at  rates  closer  to  those  used  by  the  Medicare 
program. 

ProPAC  is  continuing  its  analysis  of  issues  related  to  controlling  Medicare  as 
well  as  total  health  care  spending.  As  I  mentioned  eariier  in  my  testimony,  in  July  we 
will  be  reporting  to  Congress  on  issues  related  to  the  design  and  implementation  of  a 
global  budgeting  system  with  emphasis  on  its  application  to  hospital  and  other  facility 
services. 

This  completes  my  testimony,  Mr.  Chairman.   I  would  be  pleased  to  answer  any 
questions  you  or  the  other  members  of  the  Subcommittee  may  have. 


26  V 

Chairman  Stark.  Thank  you.  You  did  mention  that  we  have 
been  grrappHng  with  the  equity  of  hospital  reimbursement  and  we 
have  been  fussing  with  area  adjustments,  and  I  think  it  wouldn't 
come  as  any  surprise  to  you  that  many  of  us  use  things  like  indi- 
rect medical  education  as  a  proxy  for  helping  inner-city  hospitals. 
We  have  to  write  generic  rules  and  then  sit  around  and  figure  out 
how  that  is  going  to  apply  to  specific  hospitals. 

The  committee  has  been  frustrated  for  a  number  of  years  about 
the  unwillingness — it  has  to  be  unwillingfness,  because  I  can't  be- 
lieve that  hospitals  that  can  run  heart  transplant  operations  can't 
get  their  books  straight.  But  we  have  been  unable  to  get  the  hos- 
pital community  to  cooperate  voluntarily  with  some  kind  of  uniform 
reporting  so  that  we  can  deal  with  the  approximately  6,000  hos- 
pitals who  I  suspect  have  6,000  different  ways  to  keep  books. 

What  I  have  always  wondered  is,  if  we  had  uniform  statistics 
and  if  the  Federal  Gfovemment  started  to  buy  computers  and  get 
rid  of  the  McBee  kev  sort  system  that  they  use  now,  wouldn't  we 
really  be  able  to  deal  with  hospital-specific  problems?  I  am  not  sug- 
gesting that  we  would  deal  with  the  DRGrs  across  the  board,  but 
it  woiild  seem  to  me  that  we  would  be  able  to  compare.  We  can 
keep  track  of  thousands  of  bombers  and  how  many  parts  are  in 
those  and  when  they  wear  out  and  when  they  have  to  be  replaced. 
It  just  seems  that  dealing  with  it  on  a  hospital-specific  basis  might 
be  the  onlv  way  that  we  will  get  fairness.  As  somebody  said,  "^lir 
ain't  simple."  But  that  is  a  lot  of  hospitals.  I  would  hate  to  suggest 
that  the  Comptroller  of  the  Currency  keeps  track  of  almost  that 
many  banks,  but  more  banks  go  broke  than  hospitals. 

Is  that  something  we  should  even  consider,  in  your  opinion,  try- 
ing to 

Mr.  Altman.  Absolutely.  But  I  would  go  further  than  what  you 
said  and  wouldn't  only  talk  about  changing  the  cost  reporting,  but 
I  think  we  need  to  look  at 

Chairman  Stark.  No,  income  reporting,  total  reporting. 

Mr.  Altman.  We  need  to  look  at  the  accounting  principles. 

Chairman  Stark.  Absolutely.  I  mean  total  reporting.  None  of 
this  just  show  us  your  costs  but  don't  show  us  the  other  side  of  the 
coin.  That  is  nonsense. 

Mr.  Altman.  But,  to  be  fair  to  the  hospitals,  part  of  this  dates 
back  to  the  Medicare  program  itself.  If  you  go  back  in  time  in  his- 
tory— and  I  go  back  a  fair  number  of  years — you  have  to  look  back 
to  the  situation  when  Medicare  was  created,  when  accounting  was 
this  sort  of  how  large  a  shoe  box  one  used.  The  Medicare  program 
needed  to  be  quite  flexible,  not  too  rigid  in  the  accounting  prin- 
ciples it  used.  And  so  it  allowed  hospitals  to  use  a  variety  of  ac- 
counting principles,  provided  they  were  consistent. 

So  you  have  a  number  of  what  are  considered  legitimate  account- 
ing principles  that  hospitals  can  use.  It  is  not  that  they  are  violat- 
ing the  law.  They  are  just  using  different  principles. 

I  think  it  is  about  time  that  we  took  a  hard  look  at  it  and  decided 
which  is  the  best  way  of  reporting  the  information,  and  make  that 
the  standard  for  the  whole  system.  Then  we  need  to  go  to  this  issue 
of  reporting.  And  I  am  not  here  to  blame  anybody.  I  don't  know 
whether  it  is  the  hospitals'  fault  or  not.  I  think  we  bear  certain  re- 
sponsibilities as  well  in  the  Government  because  I  think  we  should 
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work  with  them  and  come  up  with  an  acceptable  reporting  system, 
and  let's  get  on  it.  It  is  a  very  important  issue,  as  you  pointed  out, 
particularly  as  we  get  tougher — ^you  know,  it  is  all  right  if  you  pay 
50  percent  more  than  anybody  needs.  You  don't  have  to  worry 
about  it.  But  when  you  start  paying  20  percent  less,  you  have  got 
to  worry  a  lot  about  fairness.  So  I  totally  support  you,  Mr.  Chair- 
man. 

Chairman  Stark.  Referring  now  to  your  earlier  career  in  the 
days  of  the  Nixon  price  freeze,  it  was  necessary  at  that  time  to  set 
up  a  bureaucracy,  and  we  have  heard,  certainly  read  in  the  press, 
that  we  may  be  considering  using  cost  controls,  which  I  will  refer 
to  as  the  IVIedicare  system  and  bureaucracy,  or  going  to  a  freeze, 
which  I  presume  would  take  a  new  organization  of  some  size  to  ad- 
minister that. 

It  has  been  suggested  that  imposing  Medicare's  rate  methods 
would  necessitate  a  huge  new  bureaucracy,  and  it  also  has  been 
suggested  that  the  hospitals  couldn't  survive  with  Medicare  rates, 
but  perhaps  at  something  30  percent  higher  they  could. 

Could  you  comment  on  those  two? 

Mr.  Altman,  Well,  first,  let  me  just  say  a  few  things  about  our 
experience  with  price  controls.  It  is  true  that  in  1971  President 
Nixon  imposed  price  controls  throughout  the  economy. 

Chairman  Stark.  I  would  call  that  a  freeze — and  I  call  Medicare 
controls,  too,  but  go  ahead. 

Mr.  Altman.  He  didn't  freeze  the  rates.  He  allowed  doctor  fees 
to  rise  by  2.5  percent,  which  was  the  level  of  inflation  expected, 
and  he  allowed  hospital  rates  to  go  up  by  6  percent.  So  it  wasn't 
a  complete  freeze. 

Just  a  couple  of  things  just  to  sort  of  set  the  record  straight. 
First  of  all,  it  was  a  national  emergency,  and  health  care  was  treat- 
ed like  all  others.  However,  when  it  was  lifted  for  the  rest  of  the 
economy,  it  was  maintained  for  the  health  care  industry  because 
President  Nixon  did  recognize  in  1972  that  health  care  was  already 
on  an  inflationary  cycle  much  greater  than  the  rest  of  the  economy. 

It  is  true  that  during  the  period  that  the  price  controls  were  in 
effect,  they  did  work  to  control  the  rate  of  spending.  It  is  also  true 
that  when  we  took  them  off,  health  care  spending  jacked  right  back 
up  to  the  old  trends. 

Now,  that  doesn't  mean  we  shouldn't  necessarily  have  put  them 
on  in  the  first  place,  but  don't  think  that  you  can  just  put  kind  of 
a  blanket  over  what  is  going  on  underneath  it  and  when  you  take 
it  off  things  change.  I  think  one  ought  to  be  very  cautious  about 
using  price  controls  unless  you  are  going  to  evolve  into  something 
else  that  sort  of  makes  sense. 

I  also  would  caution  against  using  them  for  very  long.  I  don't 
think  there  is  any  question  you  can  impose  price  controls,  either 
freezes  or  controls,  for  a  short  period  of  time  and  not  do  irreparable 
harm.  But  if  you  do  it  for  a  long  time,  you  will  distort  the  system, 
^d  I  think  there  are  better  ways  of  dealing  with  reducing  health 
care  spending  than  price  controls. 

One  last  statement.  Back  in  the  early  1970s,  much  of  the  in- 
crease in  spending  was  price  driven.  Now  much  of  the  increase  in 
spending  is  volume  driven.  So  don't  expect  that  if  you  just  intro- 
duce price  controls  we  would  be  able  to  simply  cut  the  rate  of  infla- 
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tion.  Our  estimates  suggest  that  50  percent,  at  least,  of  the  extra 
increase  in  spending  in  health  care — extra,  beyond  regular  infla- 
tion— is  volume  driven.  And  so,  at  most,  you  are  deaRng  with  a 
quarter.  And  we  also  should  recognize  that  if  you  introduce  price 
controls,  after  a  while  the  health  care  industry,  after  all,  have  some 
pretty  smart  people  who  work  for  it,  and  they  will  not  just  sit  back 
and  not  figure  out  a  way  to  get  revenues  other  ways. 

But,  with  all  that  said,  if  the  President  believes  that  this  is  a 
true  national  emergency  similar  to  what  President  Nixon  believed, 
then  price  controls  could  have  a  role  for  a  short  period  of  time.  The 
extent  to  which  a  new  bureaucracy  would  be  needed  depends  on 
how  much  you  start  plajdng  around  with  it. 

During  1971,  we  didn't  create  a  new  bureaucracy.  We  had  a  cou- 
ple dozen  people  over  on  M  Street,  and  we  made  use  of  the  Internal 
Revenue  Service,  which  turns  out  to  be  a  wonderful  monitoring 
arm  for  the  health  care  industry.  Somehow  they  sort  of  find  dealing 
with  the  Internal  Revenue  Service  a  source  of  concern,  and  it 
worked  marvelously.  So  we  actually  had  very  few  additional — ^we 
had  no  additional  people  during  the  economic  stabilization  pro- 
gram. 

Now,  things  have  changed.  I  think  we  have  learned  a  lot  since 
1971.  Those  were  pretty  crude  price  controls.  And  I  do  believe  we 
have  learned  a  fair  amount  about  how  to  do  some  form  of  controls 
through  Medicare,  whether  it  is  PPS  or  the  relative  value  scale. 

As  you  pointed  out  at  the  end,  though,  I  don't  think  you  can  just 
simply  use  the  Medicare  rates.  Because  if  you  did  that,  you  would 
have  serious  financial  hardship  for  most  of  American  hospitals. 
And  I  think  we  would  need  to  decide  what  the  right  rate  is,  wheth- 
er a  30  percent  differential  or  a  25  percent  differential  is  appro- 
priate. 

We  issued  a  report  to  you  last  spring  which  tried  to  look  at  this, 
and  it  deserves  a  much  more  thoughtful  discussion.  It  is  possible 
to  do  it.  It  doesn't  come  without  its  problems,  though,  and  I  would 
be  the  first  to  admit  it.  But  if  the  President  believes  it  is  in  the 
national  interest  and  it  is  not — if  it  is  done  right,  I  don't  think  it 
would  destroy  our  system.  Of  course,  if  it  is  done  wrong,  it  could 
cause  real  problems. 

Chairman  Stark.  To  follow  on,  in  the  press  we  read,  I  think  on 
Monday,  that  there  were  three  principal  programs  being  consid- 
ered. The  first  one  listed  was  some  kind  of  voluntary  agreement, 
which  I  will  dismiss  for  you.  Given  the  other  two,  \vhich  get  us 
down  to  reality,  one  was  basically  to  expand  the  Medicare  system 
with  adjusted  rates  for  the  private  sector,  and  that  would  prevent, 
arguably,  some  cost  shifting;  or  to  go  to  a  price  control  mechanism 
similar  to  the  one  we  had  back  in  the  1970s. 

Which,  in  your  own  opinion,  of  those  two  would  you  suggest  we 
might  do? 

Mr.  Altman.  Well,  my  understanding  about  the  options — actu- 
ally, there  was  a  third  one  which  was  to  sort  of  freeze  insurance 
premiums,  and  I  think  that  would  be  a  mistake,  particularly  in  this 
environment  which  is  volume  driven.  I  mean,  if  you  freeze  insur- 
ance premiums,  you  are  going  to  lead  to  a  lot  of  serious  problems. 

Now,  my  preference — I  understand  why  they  want  to  go  to  the 
simple  system.  I  have  heard  the  arguments  that  the  simple  system 
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recognizes  its  temporariness,  and  if  you  want  to  put  up  a  building 
that  you  don't  expect  to  have  very  long,  don't  put  too  much  time 
into  building  it  up.  That  is  the  argument;  make  it  sort  of  rickety 
so  it  will  fall  apart  of  its  own  weight. 

I  think  we  have  learned  a  lot  between  1971  and  1991  and  1992, 
and  it  would  be  a  shame  not  to  make  use  of  the  knowledge  that 
we  have  learned  in  the  Medicare  program.  But  I  would  suggest 
that  it  still  be  temporary. 

Chairman  Stark.  You  could  stop  right  there.  But  go  ahead. 
[Laughter.] 

Mr.  Altman.  I  just  think  it  would  be  a  shame.  We  have  learned 
a  lot.  And  if  we  do  it  wisely,  the  Medicare  PPS  system  is  a  much 
more  sophisticated  and  fairer  system  than  just  simply  freezing  ev- 
erybody in  place. 

Chairman  Stark.  A  final  question.  We  have  roughly  estimated 
that  in  trying  to  reach  our  budget  goal  of  a  5-year  reduction  of 
$48.3  billion,  through  these  suggested  reductions  which  you  have 
commented  on  we  could  get  amazingly  close,  49.6,  by  just  msiintain- 
ing  1993  prices  for  2  years,  a  postponement  of  the  COLA — I  hesi- 
tate to  use  the  word  "freeze,"  but  basically  that  is,  I  guess  in  the 
words  of  some,  a  quick  and  dirty  option. 

What  do  you  believe  the  effect  on  hospitals  would  be  if,  to  reach 
our  budget  goal,  we  just  said  let's  hold  prices  for  2  years  at  the 
1993  rates? 

Mr.  Altman.  Well,  I  think  we  need  to  be  reasonable.  I  think 
there  are  a  couple  of  things.  First  of  all,  if  you  hold  hospital  prices 
but  don't  hold  hospital  costs,  you  are  going  to  put  hospitals  in  a  se- 
rious position.  You  know,  there  are  a  few  hospitals  around  this 
country  that  I  am  sure  have  their  subbasement  full  of  money  that 
they  can  use,  but  a  lot  of  hospitals  operate  pretty  close  to  the  edge. 
And  I  think  they  have  been  part — it  is  not  like  they  are  the  prob- 
lem and  the  other  part  of  the  system  is  just  fine.  I  think  they  face 
substantially  higher  costs. 

It  is  all  part  of  this  kind  of  cycle  where  there  is  a  lot  of  money 
out  there  in  health  care.  Everybody  is  benefiting.  So  I  think  we 
ought  to  be  very  cautious,  first  of  all,  about  freezing  prices  for  very 
long  without  doing  something  about  the  cost  structure  which  they 
participate  :n.  Also,  I  don't  know  how  long  it  would  take  to  put 
them  into  serious  financial  jeopardy.  If  you  freeze  it  for  2  years,  if 
the  level  of  inflation  is  fairly  low  it  is  not  serious. 

I  don't  know.  Being  the  radical  moderate  that  I  am,  I  guess  I 
wouldn't  quite  go  so  fast,  so  hard.  I  would  like  to  just  see  their 
prices  maybe  rise  by  general  inflation  for  a  couple  of  years. 

Chairman  Stark.  Well,  let  me  phrase  it  another  way,  then.  Let's 
suppose  that  now  all  you  and  I  are  arguing  about  is  the  update. 

Mr.  Altman.  Right.  Well,  in  that  update  is  a  couple  of  billion  dol- 
lars. That  is  not  a  trivial 

Chairman  Stark.  Yes,  but  let  me  suggest  it  a  different  way, 
then.  Would  it  make  any  difference  to  you  whether  we  just  did  it 
with  an  across-the-board  update  in  the  market  basket  without 
doing  all  the  adjustments?  I  think  Mr.  Thomas  was  interested. 
Would  that  be  as  fair?  What  would  the  effect  be,  if  vou  take  into 
account  the  fairness  issue,  of  doing  it  that  way,  or  by  continuing 
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to  try  to  achieve  a  fairly  substantial  reduction  on  an  item-specific 
or  line-item  basis? 

Mr.  Altman.  Let  me  remind  the  committee  we  are  sitting  there 
with  37  million  Americans  with  no  health  insurance.  In  1990,  we 
estimated  that  hospitals  provided  these  uninsured  with  $10  billion 
worth  of  free  care.  My  fear  is  that  if  a  hospital  is — ^if  you  do  noth- 
ing about  the  uninsured  while  you  are  doing  all  this  stuff  and  con- 
trolling hospital  rates,  the  natural  tendency,  even  giving  hospitals 
the  benefit  of  being  as  decent  as  the  rest  of  us,  they  are  going  to 
face  real  pressure  to  cut  costs.  And  it  is  very  likely  that  me  first 
place  they  are  going  to  go  to  cut  costs  is  to  reduce  the  amount  of 
uncompensated  care. 

So,  therefore,  I  would  be  concerned  about  just  flat — now,  some 
hospitals  don't  provide  it  or  provide  relatively  little  uncompensated 
care,  while  others  disproportionately  bear  the  burden. 

The  reason  why  I  like  PPS  and  the  reason  why  I  like  what  this 
committee  and  the  Congress  has  done,  along  with  our  help  a  little 
bit,  in  adjusting  the  Medicare  payment  is  to  recognize  Medicare 
has  a  responsibility  to  help  support  those  extra  payments.  There- 
fore, as  we  think  about  cutting  the  rate  of  increase  of  hospital 
rates,  we  need  to  be  more  and  more  concerned  about  its  impact  on 
those  hospitals  that  treat  large  numbers  of  uncompensated  care. 
Therefore,  I  would  be  very  leery  about  doing  it  across  the  board. 

I  feel  the  biggest  losers  in  the  short  run  would  be  those  people 
without  insurance.  My  preference,  therefore,  is  to  first  put  every- 
body on  an  equal  playing  field,  cover  everybody  first,  then  control 
costs,  not  do  it  the  other  way  around. 

I  realize  the  tendency  is  to  cut  costs  first  so  we  can  save  the 
money  to  pay  for  covering  the  uninsured,  but  I  have  to  be  con- 
cerned— and  I  am  sure  you  are  as  well,  Mr.  Chairman,  as  well  as 
all  the  members  of  the  committee — that  if  all  of  a  sudden  we  took 
all  the  reserves  out  of  hospitals,  I  don't  know  where  they  would  get 
the  $10  billion  to  provide  free  care. 

Chsiirman  Stark.  Thank  you  very  much. 

I  would  just  like  to  suggest,  whoever  is  running  the  clock  over 
there,  the  chairman  has  exceeded  by  a  great  deal  the  time,  and  I 
am  sure  that  you  are  all  interested  in  inquiring.  Why  don't  you  run 
that  up  to  12  minutes? 

Mr.  Thomas. 

Mr.  Thomas.  Thank  you,  Mr.  Chairman.  I  think  most  of  us  were 
colorblind  while  you  were  talking.  We  didn't  notice  the  movement 
of  the  colors. 

Just  to  take  another  slightly  different  cut  on  the  same  question, 
Doctor,  from  the  beginning  I  have  been  concerned,  as  someone  who 
represents  a  large  rural  area,  in  terms  of  the  problem  of  geography 
and  the  types  of  hospitals  and  getting  it  right. 

Mr.  Altman.  Right. 

Mr.  Thomas.  And  we  have  been  in  the  process  of  trying  to  get 
it  right.  You  were  going  to  do  more  on  the  equity  question,  and  now 
we  have  got  some  cuts  in  fi-ont  of  us.  Just  a  little  bit  of  a  compari- 
son between  where  we  would  be  in  continuing  to  improve  equitv 
under  the  proposed  cut  structure  versus,  say,  a  2-year  freeze  which 

E reduces  at  the  end  roughly  the  same  dollar  amount  adjustment, 
ut  obviously  locking  into  today's  "equity."  Do  we  have  some  room 
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for  equity  even  under  the  reduced  cuts  in  terms  of  continuing  to 
try  to  get  it  right? 

Mr.  Altman.  Well,  first  of  all,  we  are  phasing  in  an  increase,  the 
relative  increase  in  rural  hospital  payments,  which  we  have  sup- 
ported, and  there  is  a  long  history  of  the  PPS  unintentionally 
disenfranchising  some  rural  nospitals  because  of  volume  and  other 
factors.  And  through  a  9-year  period,  we  have  been  trying  to  make 
some  appropriate  adjustments.  And  if  we  froze  in  place  that  adjust- 
ment phase,  I  think  it  would  hurt  them,  so  I  do  believe  we  need 
to  continue  to  go  forward  on  those  adjustments. 

I  would  have  to  look.  I 

Mr.  Thomas.  You  could  still  do  it  under  the  proposed  reduced 
rate? 

Mr.  Altman.  Yes,  sure.  But  if  you  just  froze  it 

Mr.  Thomas.  It  doesn't  do  it. 

Mr.  Altman.  I  don't  think  we  want  to  do  that. 

I  would  need  to  look  at  where  this  impacts  if  you  iust  froze  it. 
We  haven't  really  worked  out  those  numbers,  but  I  think  we  owe 
it  to  our  system  that,  before  we  support  anything  like  that,  we  look 
at  the  implications  and  look  them  in  the  eye  and  say  that  is  a  sys- 
tem that  we  could  live  with  after  we  have  looked  at  it.  And  so  I 
am  not  prepared  to  support  just  that  kind  of  a  freeze  until  I  have 
looked  at  the  implications. 

Mr.  Thomas.  In  addition.  Doctor,  sometimes  we  have  very  tech- 
nical phrases  that  we  use  here,  and  in  your  general  response  to  the 
chairman  about  the  transition,  you  indicated  that  until  we  moved 
to,  I  think  it  was  something  else  that  makes  sense,  I  am  in  favor 
of  that. 

Mr.  Altman.  That  is  a  very  technical  phrase. 

Mr.  Thomas.  Yes.  I  don't  know  who  is  opposed  to  that.  The  prob- 
lem is,  what  does  it  look  like? 

Mv  concern,  as  I  said  at  the  beginning,  in  part  is  that  we  have 
kind  of  developed  a  pattern  in  dealing  with  budget  deficits  under 
the  Budget  Act  on  reconciliation  of  coming  back  to  this  subcommit- 
tee and  this  committee  and  financing  a  portion  of  the  budget  prob- 
lem by  ratcheting  down  Medicare.  We  are  doing  it  this  year  at  the 
same  time  we  are  supposed  to  be  looking  at  an  overall  reform. 

My  worry  is,  are  we  going  to  do  the  same  thing  next  year,  the 
year  after,  the  year  after  that?  And  at  what  point — and  I  guess  my 
question  is:  In  this  something  else  that  makes  sense,  do  you  see 
Medicare  being  subsumed  under  the  larger  something  else  that 
makes  sense?  Isn't  it  more  difficult  if  we  carry  2  or  3  more  years 
down  the  line  of  diverging  for  pure  budgetary  purposes  in  making 
that  crossover  the  transition  in  the  blend?  From  your  perspective, 
what  makes  the  most  sense  in  moving  to  something  else  that 
makes  sense? 

Mr.  Altman.  In  my  testimony,  I  just  touched  on  that.  I  agree  en- 
tirely with  your  thrust.  Medicare  is  now  paving,  on  average,  10  to 
12  percent  below  what  hospitals  perceive  their  costs  are,  and  for 
many  hospitals  it  is  closer  to  15  to  20  percent  below. 

Now,  you  know,  we  could  have  an  interesting  and  important  dia- 
logue about  whether  it  is  Medicare  paying  too  low  or  the  hospital 
costs  are  rising  too  much.  But  the  truth  of  the  matter  is,  in  the  cur- 
rent environment,  you  have  this  differential  between  costs  and  pay- 
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ments,  which  is  being  made  up  differentially,  depending  on  the 
ability  of  hospitals  to  shift  their  costs.  I  share  your  concern.  You 
can  do  that  for  a  while,  and  I  don't  know  whether  the  current  dif- 
ferential is  too  much  or  not  enough. 

Mr.  Thomas.  But  we  have  been  doing  that  for  a  while. 

Mr.  Altman.  We  have  been  doing  that  for  a  while. 

A  couple  of  points  I  would  like  to  make.  In  many  respects,  we 
are  usin^  our  inpatient  system  better  than  I  would  think  any  other 
country  m  the  world.  If  you  look  at  admission  rates  in  this  country 
compared  to  other  countries,  our  admission  rates  are  lower  than 
any  other  country  that  I  have  looked  at,  except  for  Japan,  and  they 
have  a — well,  that  is  another  story. 

The  second  issue,  we  have  the  lowest  length  of  stay  by  far  in  this 
coimtry. 

Third,  if  you  look  at  Medicare,  growth  in  inpatient  use  has  been 
absolutely  flat. 

The  problem  in  this  country  now  in  terms  of  growth  and  spend- 
ing is  on  the  outpatient  side.  I  think  we  have  got  to  be  careful 
about  beating  the  problem  of  the  1970s  in  the  1990s.  In  the  1970s, 
there  was  no  question.  You  know,  you  shot  all  the  darts  you  could 
at  the  inpatient  side,  and  we  figured  if  we  solved  that  problem,  we 
had  it  solved.  Well,  we  solved  that  problem,  and  we  don't  have  it 
solved. 

So  I  am  concerned  about  just  focusing  too  hard  on  the  inpatient 
side.  I  am  concerned  about  focusing  too  much  on  Medicare  without 
dealing  with  the  broader  issue. 

So,  yes,  we  need  to — I  am  not  saying  we  have  to  fold  Medicare 
into  the  total  system,  but  any  system  that  we  come  up  with  to  con- 
trol health  care  spending  should  control  all  health  care  spending  in 
a  fairer  way  and  not  put  a  disproportionate  burden  on  the  Medi- 
care or  Medicaid  programs. 

Now,  with  that  said 

Mr.  Thomas.  That  would  include  veterans  as  well? 

Mr.  Altman.  What? 

Mr.  Thomas.  That  would  include  veterans  as  well? 

Mr.  Altman.  Well,  I — sure.  I  mean,  the  question  is — and,  you 
know,  you  listen  to  the  debate  on  veterans.  Some  people  say  it  is 
the  most  efficient  health  care  system  we  have,  and  some  people  say 
it  is  the  worst  health  care  system  we  have.  I  think  we  need  to 
know  a  lot  more  about  that  veterans  system  before  I  would  be  pre- 
pared to  answer  that  either  way.  You  and  I  have  talked  about  this, 
and  I  think  we  need  to  look  at  it.  We  need  to  uncover  that  part 
of  the  system. 

So,  in  conclusion,  Medicare  needs  to  bear  its  share  of  the  respon- 
sibility of  controlling  spending,  but  it  should  not  be  the  battering 
ram  tnat  controls  total  spending. 

Mr.  Thomas.  Well,  and  it  has  been  the  cash  cow  for  reconcili- 
ation, and  it  just  seems  to  me  as  we  continue  to  move  in  terms  of 
the  percentage  that  is,  in  essence,  subsidized  by  the  private  sector, 
any  bridging  of  that  becomes  more  difficult  the  longer  we  continue 
the  current  pattern.  And  I  see  no  real  option  given  the  current 
budgetary  procedures,  even  though  we  might  have  a  reform  pro- 
posal presented  to  us,  because  we  are  not  going  to  deal  with  that 
thing  in  3  weeks.  That  is  why  I  said  at  the  beginning  in  terms  of 
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the  statement,  we  may  or  may  not  finish  dealing  with  health  care 
this  year.  We  will  be  dealing  with  another  budget. 

Mr.  Altman.  Yes.  Looking  at  the  total  impact  of  the  President's 
budget  on  Medicare,  to  be  fair,  it  isn't  really  that  serious  a  cut. 
They  could  have  come  at  Medicare  a  lot  harder.  My  sense  is  that 
they  pretty  much  adopted  a  reasonably  moderate  approach  at  this 
first  round.  After  all,  what  are  they  talking  about?  A  1-percent  re- 
duction below  market  basket  for  part  A,  for  inpatient,  some  small 
adjustment  on  the  capital  side.  You  know,  I  am  not  saying  it  is 
trivial,  but  I  think  if  you  put  it  in  the  broader  context,  I  wouid  not 
view  the  cuts  that  have  been  suggested  by  the  new  administration 
as  all  that  serious. 

Mr.  Thomas.  So  they  were  looking  at  about  $48  billion.  The  Ka- 
sich  Republican  budget  package  was  looking,  total,  at  $73  billion. 

Mr.  Altman.  That  is  what  I  am  saying.  As  a  matter  of  fact,  it 
is  actually  less  than  theirs.  So,  you  know,  numbers  grow  very 
quickly  when  you  start  dealing  in  health  care  and  Medicare,  but 
in  terms  of  percentages,  it  isn't  that  serious. 

Mr.  Thomas.  Thank  you  very  much  for  your  testimony. 

I  will  pick  up  the  gavel  and  recognize  the  gentleman  from  Wis- 
consin. 

Mr.  Klecza  [presiding].  Why  do  you  think  I  am  sitting  here? 

Mr.  Thomas.  I  don't  think  I  am  allowed  to.  They  will  never  let 
me  in  the  room  with  a  gavel  alone.  I  know  that.  [Laughter.] 

Mr.  Klecza.  I  am  the  warden. 

Doctor,  I  have  a  couple  quick  questions.  Number,  one  you  indi- 
cated in  response  to  Mr.  Thomas  that  our  inpatient  growth  has  lev- 
eled off.  However,  hospitals  are  picking  up  additional  revenues,  I 
would  guess,  and  activity  in  the  outpatient  section.  What  type  of 
changes  or  recommendations  do  you  recommend  to  curtail  some  of 
the  costs  that  are  now  being  shiflied  over  to  that  outpatient  section? 

Mr.  Altman.  Outpatient  care  is  a  much  more  complicated  issue 
at  several  levels.  First  of  all,  when  you  deal  with  outpatient,  you 
can't  just  deal  with  hospital  outpatient.  You  have  to  deal  with  out- 
patient care,  hospital,  freestanding,  home,  physician's  office,  and  so 
on. 

Second,  in  the  outpatient  side,  it  is  not  the  price  increase;  it  is 
the  volume  increases. 

Third,  the  quality  measures  that  we  expect  of  and  we  put  in 
place  on  the  inpatient  side  just  doesn't  exist  on  the  outpatient  side. 

While  all  of  us,  every  so-called  expert,  half  expert,  argue  that  we 
should  reduce  inpatient,  that  we  would  be  better  off  by  shifting  the 
care  to  the  outpatient  side,  both  in  terms  of  cost  and  quality,  some 
of  us  are  a  little  concerned  that  we  may  have  done  too  good  a 
thing.  And  it  is  not  clear  to  me  that  all  of  the  services  that  we  have 
shifted  to  the  outpatient  appropriately  belong  in  the  outpatient 
side. 

So  we  need  to  develop  much  better  measures  of  the  quality  of 
care  that  is  being  provided  on  the  outpatient  side.  We  need  to  de- 
velop better  price  times  quantity,  volume  measures  that  don't  only 
focus  on  the  hospital,  but  focus  on  free  standing  and  so  on. 

That  is  why  I  have  been  supporting  some  form  of  a  budgeting 
system.  That  is  why  I  have  been  moving  more  toward  more  budget- 
ing or  capitation  rates  so  that  you  have  an  entity  that  is  concerned 
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about  total  spending,  not  just  price.  And  I  think  that  Medicare 
could  learn  in  this  context  from  what  is  going  on  on  the  private 
side. 

Medicare  hasn't  done  as  good  a  job  on  capitation  as  the  private 
side,  and  price  controls  just  don't  work  very  well  on  the  outpatient 
side.  They  just  don't. 

Mr.  Kii:czA.  The  other  concern  I  have  is  in  your  testimony  as  it 
relates  to  the  wage  index  changes  that  you  are  advocating.  I  be- 
lieve that  you  are  going  to  be  coming  forward  within  a  month  or 
so  with  a  document  showing  a  new  approach  to  calculate  the  wage 
index. 

Mr.  Altman.  Right. 

Mr.  Klecza.  Without  releasing  the  entire  report  today,  what  type 
of  shifting  are  we  going  to  be  seeing  in  that  analysis?  Dr.  Young. 

Dr.  Young.  It  depends  compared  to  what.  The  analysis  compares 
the  new  system  prior  to  any  geographic  reclassification  or  with  the 
current  reclassification  or  the  proposed  rules.  It  is  very  important 
to  say  what  shifting  is  occurring  in  terms  of  what  base  are  you 
looking  at. 

If  you  are  looking  at  the  current  system,  it  will  improve  signifi- 
cantly what  is  called  the  border  problem,  those  hospitals  that  are 
on  the  border  where  one  wage  index  is  substantially  lower  than  the 
other. 

Mr.  Klecza.  Now,  are  we  talking  urban  versus  rural  borders? 

Dr.  Young.  No.  Our  approach  would  do  away  with  all  borders. 
So  the  geographic  borders  that  are  currently  in  place  would  be 
gone,  and  the  hospital's  wage  index  would  be  based  on  its  wage 
prices  as  well  as  the  wage  prices  of  its  10  or  so  nearest  neighbors. 
Under  that  system,  every  hospital  would  have  a  unique  wage 
index,  and  that  wage  index  would  reflect  only  the  labor  costs  in  its 
immediate  area. 

Now,  there  would  have  to  be  some  adjustments  made  in  a  few 
cases  for  very  isolated  rural  hospitals,  but  for  most  hospitals  in  the 
country,  this  mechanism  would  work  and  would  pay  them  the  wage 
of  who  they  are  competing  with  for  labor  costs. 

Mr.  Klecza.  Fine.  Thank  you  very  much. 

Chairman  Stark.  Mr.  Levin. 

Mr.  Levin.  Thank  you. 

You  mentioned,  in  response  to  Mr.  Stark's  question,  your  concern 
that  across-the-board  freeze  mechanisms  could  negatively  impact 
the  hospitals  under  the  greatest  pressure.  As  you  heard,  I  earlier 
asked  of  HCFA  what  they  think  might  be  the  impact  of  the  pro- 
posed cuts  on  hospitals  under  pressure. 

Do  you  have  any  thoughts  on  that? 

Mr.  Altman.  You  mean  the  current,  the  budget  as  articulated? 
As  I  indicated  just  before  you  came  in.  Congressman  Levin,  the 
budget  that  was  submitted  by  the  President  really  is  a  fairly  minor 
adjustment  to  the  baseline.  My  sense  is  it  goes  from  around  12.3 
to  10.6. 

Dr.  Young.  Percent  increase  in  Medicare  spending;  yes. 

Mr.  Altman.  It  is  about  a  2-percentage-point  adjustment.  And  it 
is  not  likely  to  seriously  make  it  worse  for  hospitals  that  are  in 
trouble,  and  I  don't  expect  that  you  would — if  that  was  the  only 
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thing  that  was  implemented,  I  don't  think  you  would  see  much  of 
a  difference  in  the  availability  of  care  in  this  country  or  the  quality. 

Mr.  Levin.  The  direct  medical,  the  indirect  medical  proposals? 

Mr.  Altman.  Well 

Mr.  Levin.  When  you  take  the  whole  package,  you  think  the  im- 
pact would  be  very  minor? 

Mr.  Altman.  With  respect  to  direct  medical,  the  direct  teaching 
adjustment,  ProPAC  hasn't  focused  as  much  on  that.  It  has  been 
given  to  our  sister/brother  commission,  PPRC,  to  focus  on  that.  We 
nave  begun  to  look  at  it  and  talk  to  them  about  it.  I  generally  sup- 
port, as  Mr.  Cardin  indicated,  the  movement  toward  more  primary 
care  training,  so  I  would  like  to  see  a  reemphasis  on  that.  I  don  t 
want  to  comment,  though,  on  the  total. 

With  respect  to  the  indirect  medical,  we  had  recommended  that 
the  adjustment  go  from  7.7  to  7  percent,  and  then  look  at  it  and 
see  whether  it  deserves  a  further  adjustment.  Our  understanding 
of  what  the  administration  did  is  that  they,  in  2  years,  drop  from 
about  7  percent  to  about  5.6  percent,  which  is  close  to  where  we 
suggested  we  might  end  up  after  3  years. 

So  I  am  not  saying  it  wouldn't  do  harm  to  some  teaching  hos- 
pitals, but,  you  know,  in  the  nature  of  making  the  system  lairer, 
it  is  not  a  proposal  that  is  off  the  wall.  We  had  recommended  that 
the  amount  be  put  back  into  the  standardized  amount  for  all  hos- 
pitals. In  the  President's  proposal,  they  just  took  that  out  to  reduce 
spending.  That  is  a  political  call. 

So  on  net,  I  would  not  think  that  the  proposals  that  the  adminis- 
tration had  put  forth  in  their  budget  would  do  serious  harm  to  our 
hospital  system. 

Mr.  Levin.  It  would  be  helpful  if,  in  the  next  few  weeks,  you 
could  let  us  have  any  further  information  on  the  practical  impacts. 
I  don't  know  if  you  have  had  a  chance  to  look  at  the  testimony  that 
is  to  follow,  but  essentially  the  suggestion  is,  as  I  read  it,  that 
whatever  the  theory  in  practice,  we  had  better  be  careful  that  there 
isn't  a  relationship  between  the  proposed  cuts  and  occupancy,  be- 
tween the  proposed  cuts  and  uncompensated  care. 

Mr.  Altman.  Yes. 

Mr.  Levin.  That  you  are  very  concerned  about  injury  to  hospitals 
undertaking  a  lot  of  uncompensated  care  by  an  across-the-board 
mechanism.  That  very  concern  of  yours  would,  indeed,  be  raised  by 
some  of  the  proposals  before  us.  So  it  would  be  helpful. 

Mr.  Altman.  We  will  do  that.  We  have  looked  extensively,  partly 
on  your  urging,  at  the  issue  of  focusing  the  teaching  adjustment 
more  on  hospitals  that  really  do  provide  uncompensated  care. 

Now,  the  first  thing  I  would  say  is  that  when  you  look,  some 
teaching  hospitals  in  particular  do  a  wonderful  job,  are  really  at 
the  forefront  of  providing  a  lot  of  uncompensated  care.  The  other 
side  of  it,  there  are  hospitals  that  are  receiving  a  big  chunk,  a  sub- 
stantial amount  of  teaching  adjustment  money  that  aren't  provid- 
ing anywhere  near  their  share  of  uncompensated  care. 

So  we  had  first  made  a  recommendation  last  year  about  focusing 
the  teaching  adjustment  only  on  hospitals  that  also  received  dis- 
proportionate share  payments. 

Newer  analysis  this  year  suggests  that  when  you  look  at  the 
extra  payments  that  hospitals  receive  from  the  disproportionate 
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share  adjustment  and  you  look  at  the  extra  payments  that  now 
rural  hospitals  are  receiving,  the  fairest  way  of  taking  the  monev 
that  you  save  is  to  give  it  to  all  hospitals.  We  couldn't  come  up  witn 
a  technique  that  would  focus  it  any  fairer.  But  in  past  years,  we 
thought  we  should  focus  it  only  on  hospitals  that  also  were  dis- 
proportionate share  hospitals,  we  should  decrease  the  teaching  ad- 
justment— not  eliminate  it,  but  have  the  teaching  adjustment  for 
teaching,  but  not  disproportionate  share,  hospitals  at  the  lower 
number  and  only  give  the  higher  amount  to  those  hospitals  which 
were  only  disproportionate  share. 

Mr.  Levin.  Any  further  guidance ^ 

Mr.  Altman.  ok. 

Mr.  Levin.  We  have  been  pressing  you,  and  it  is  maybe  a  little 
worrisome  that  you  are  coming  back  and  saying  to  us  it  is  difficult 
to  do  anything. 

Mr.  Altman.  Well,  I  didn't  say  that.  My  sense  is  that  the  fairest 
way,  based  on  where  the  money  now  goes,  is  that  if  you  were  going 
to  reduce  the  teaching  adjustment,  the  fairest  way  to  do  it  would 
be  to  give  it  back  to  all  hospitals.  We  are  already  doing  a  good  job 
of  focusing  Medicare  money  on  hospitals  like  disproportionate 
share  and  rural  hospitals.  We  are  doing  a  good  job  of  doing  that. 
If  the  rest  of  the  health  care  system  was  doing  as  good  a  job  as 
Medicare,  we  wouldn't  have  the  problems  we  have. 

Mr.  Levin.  The  problem  is  that  when  you — and  I  am  not  saying 
these  proposals  are  off  the  wall  at  all — dramatically  reduce  through 
direct  or  indirect  medical  education,  that  very  much  favors  trying 
to  build  in  a  stimulus  for  primary  care — there  are  some  hospitals 
that  are  doing  a  lot  and  some  who  are  doing  very  little — you  are 
hitting  the  hospitals  that  are  doing  a  lot,  and  we  need  to  look  at 
that. 

Since  the  chairman  was  good  enough  to  extend  the  time,  let  me 
engage  you,  since  you  have  engaged  in  discussion  of  the  overall 
health  reform  issues — I  heard  you  several  times — say  one  thing 
about  what  is  the  cart  and  what  is  the  horse,  and  which  do  you 
put  first,  cost  containment  or  the  expansion  of  coverage?  You  make 
the  argument  that  you  should  insure  everybody  first  and  then  un- 
dertake cost  containment. 

For  a  lot  of  people  that  I  represent,  they  tell  me  this  in  simple 
terms.  All  of  you  tell  me  about  the  immense  waste  in  the  system. 
Before  you  hit  me  for  more  dough,  get  rid  of  the  waste. 

And  if  I  come  back  to  them  and;  say  that  in  order  to  get  rid  of 
the  waste,  we  have  to  insure  everybody,  the  people  that  I  talk  to 
back  in  Warren,  Mich.,  or  Royal  Oak,  Mich.,  find  that  hard  to  buy. 
I  would  like  to  try  to  persuade  you  that  that  commonsense  reaction 
has  some  considerable  weight  to  it. 

Mr.  Altman.  It  does  in  isolation,  but  let's  take  an  institution, 
let's  take  a  hospital.  Now,  for  the  sake  of  argument,  let's  say  that 
that  hospital  has  10  percent  waste,  if  you  and  I  were  going  to  go 
in  there  and  say  that  is  waste.  But  our  definition  of  waste  is  pro- 
tected by  some  elements  in  that  hospital  that  are  not  weak. 

Now  you  come  along  and  you  impose  a  10  percent  reduction  in 
payments,  and  your  hope  is  that  if  you  impose  a  10  percent  reduc- 
tion in  payments,  they  are  going  to  get  rid  of  the  10  percent  waste. 
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They  are  going  to  get  rid  of  the  10  percent  waste  as  you  and  I  de- 
fined it. 

My  concern  is  that  that  isn't  what  is  going  to  happen  at  all.  They 
are  going  to  go  after  the  easiest  way  to  control  10  percent  of  their 
costs,  and  my  fear  is  that  they  are  more  likely  to  get  rid  of  some 
of  the  uncompensated  care  than  the  10  percent  waste. 

So  if  you  go  after  them  with  a  blunt  object  called  a  10-percent 
cut  in  hopes  that  they  are  going  to  do  all  the  right  things,  I  think 
we  are  being  unbelievably  naive,  even  though  that  is  what  we 
would  want. 

Institutions  have  powers  in  them  that  we  could  postulate  who 
the  powers  are,  and  I  am  sure  if  you  ask  them,  they  would  think 
they  are  doing  the  right  thing.  But  they  are  not  going  to  let  certain 
things  be  cut — but  our  definition  would  be  that  is  waste.  So  my 
concern  is — and  we  have  seen  it  in  the  past — that  when  we  put 
across-the-board  limits  on  spending,  it  doesn't  always  generate  re- 
ductions in  what  you  and  I  or  the  people  in  your  district  would  call 
waste. 

Mr.  Levin.  No,  but  we  maybe  have  to  try  to  find  a  way  to  do  that 
because  for  us  to  first  insure  everybody,  you  are  going  to  have  to 
find  the  money.  And  if  it  isn't  going  to  come  from 

Mr.  Altman.  Well,  let's  do  it  at  the  same  time.  I  understand.  I 
appreciate  the  problem.  But  I  need  to  caution  you  and  others  in  po- 
sitions of  authority  that  if  you  go  ahead  and  cut  across  the  board 
payments  without  helping  out  those  that  are  the  most  vulnerable, 
we  cannot  be  assured  that  the  cutbacks  will  not  disproportionately 
go  against  them. 

Now,  that  is  just  a  warning.  We  can  watch  it.  We  can  legislate 
and  say  they  can't  do  it.  We  could  try  to  protect  them  the  best  we 
can.  But  it  is  a  warning. 

Mr.  Levin.  And  I  think  a  fair  one. 

The  red  light  is  on.  I  think  we  are  here  by  ourselves,  and  I  think 
there  is  another  vote. 

Chairman  Stark.  Stuart,  I  would  like  to  return  to  a  previous 
question  because  I  think  I  may  have  phrased  it  in  a  confusing  man- 
ner. 

The  committee  has  been  charged  with  saving  $49  billion  out  of 
Medicare  over  5  years.  We  are  going  to  have  to  do  that  one  way 
or  another.  There  are  more  alternatives,  but  let's  just  take  these 
two.  You  are  familiar  with  the  list  of  line-item  reductions  in  part 
A  that  the  administration  has  suggested,  and  we  are  both  aware 
that  there  are  others.  We  could  mix  and  match  like  a  Chinese  laun- 
dry list.  But  an  alternative  to  that  would  be  to  hold  the  update  to 
zero — I  am  not  talking  about  a  price  freeze,  but  this  would  allow 
probably  a  residual  of  a  4  percent  increase  for  hospitals  in  DRGs 
for  2  years,  and  that  would  raise  the  same  amount  of  money. 

Now,  recognizing  that  we  will  revisit  this  issue  one  way  or  an- 
other in  some  kind  of  health  care  reform,  would  it  make  a  great 
deal  of  difference  in  burden  in  being  fair?  Some  hospitals  say  with 
the  big  cuts  in  medical  education  it  would  impact  inner-city  and 
disproportionate  share  hospitals  more  than  just  this  across-the- 
board  approach. 

Now,  with  that  attempt  at  restating  what  I  was  getting  at,  how 
would  you  feel  about  those  two  choices? 
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Mr,  Altman.  Let  me  see  if  I  understand.  In  other  words,  rather 
than  a  combination  of  the  different  adjustments  that  the  adminis- 
tration has  put  forward,  reduction  in  teaching,  reduction  in  capital, 
delaying  and  so  on,  just  put  a  freeze,  no  increase  for  2  years. 

Well,  I  don't  know  why  you  want  to  do  that.  It  seems  to  me  that 
the  kinds  of — where  they  have  focused  the  four  or  five  adjustments 
on  the  part  A  side  are  all  in  areas  that  have  some  legitimacy. 

Chairman  Stark.  No  question. 

Mr.  Altman.  So  to  get  the  same  amount  of  money,  I  think  there 
should  be  that  kind  of  targeting  of  the  cuts  as  opposed  to  just  the 
freeze. 

Now,  if  you  ask  me  what  will  it  do,  I  think  it  will  increase  the 
cost  shifting  if  you  just  do  that,  you  do  nothing  on  the  private  side, 
those  hospitals  that  have  the  ability  to  shift  further  would  shift 
further,  and  those  that  don't  will  bear  the  brunt  more  than  others. 

Chairman  Stark.  Would  that  take  place  under  the  line-item  ap- 
proach as  well? 

Mr.  Altman.  True.  True.  Now,  you  know,  who  is  going  to  benefit, 
one  or  the  other.  I  think  if  you  freeze  it,  it  will  have  somewhat  less 
impact  on  the  teaching  hospitals,  i  guess  that  will  probably  be  the 
major  difference  if  we  ran  the  numbers,  hospital  by  hospital  or 
group  by  group,  the  impact  probably  would  be  fairly  small,  except 
for  a  few  targeted  institutions.  New  York — well,  if  it  affects  New 
York  negatively,  what  can  I  say?  I  can't  say  anj^thing  against  New 
York. 

Chairman  Stark.  I  think  that  inner-city  hospitals,  the  few  that 
we  have  tried  to  rim  where  we  have  numbers 

Mr.  Altman.  Well,  inner-city  hospitals,  the  program  doesn't  hurt 
the  disproportionate  share  hospitals.  It  hurts  the  big  teaching  hos- 
pitals. And  they  have  also  been  the  biggest  benefactors  of  the  PPS 
program.  On  the  other  hand,  their  total  margins  are  lower. 

It  is  worth  looking  at.  It  is  definitely  worth  looking  at. 

Chairman  Stark.  Of  course,  you  know,  you  leave  me  an  opening. 
Maybe  one  of  the  things  to  do  is  to  do  that  and  then  add  the  re- 
striction on  the  private  hospitals  as  well.  If  we  are  in  for  a  dime, 
we  are  in  for  a  dollar.  Let's  get  it  all  done  at  once. 

Mr.  Altman.  Well,  we  had  proposed  a  less  severe  cut  in  the  IME 
than  the  administration.  We  proposed  just  going  from  7.5  to  7  and 
stopping,  and  then  taking  another  look  at  it.  They  go  over  2  years 
from  7.7  to  5.4  or  5.6. 

One  less  severe  or  middle  ground  would  be  to  go  to  7  and  then 
take  the  differential  and  reduce  the  update  proportionately. 

Chairman  Stark.  And  I  suspect  that  in  our  deliberations  we  will 
get  into  that  kind  of  a  routine,  but  then  the  minute  you  don't  save 
a  few  billion  there,  we  are  running  around  looking  for  it  elsewhere. 

Mr.  Altman.  Well,  then,  I  would  do  what  you  said,  and  I  would 
make  the  update — you  could  lower  the  update.  Rather  than  minus 
1,  it  could  be  minus  1-point — whatever  the  differential  would  be. 
You  would  have  to  figure  out  the  math. 

Chairman  Stark.  Are  you  convinced  or  would  you  have  any  num- 
bers that  show  how  much  of  this  $49  billion  will  get  shifted,  and 
how  rapidly?  Do  you  have  any  indication  from  past  Dudget  changes 
how  much  of  that 
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Mr.  Altman.  Only  indirectly.  Hospital  profit  margins  over  the 
last  several  years  have  actually  gone  up,  or  at  least  maintained 
themselves.  It  is  going  to  vary  depending  on  the  kind  of  institution 
we  are  talking  about.  Some  hospitals  have  a  fairly  small  percent- 
age of  private  patients,  so  they  can't  do  it.  Others  are  in  a  much 
more  competitive  environment.  And  surprising  as  it  may  seem,  ac- 
tually some  of  the  private  sector  payment  groups  are  getting  tough- 
er, and  they  are  not  just  accepting  any  increases  without  fighting 
back. 

So  I  think  the  ability  to  cost  shift  is  getting  harder  for  institu- 
tions to  engage  in,  but  others  have  been  able  to  erase  one  line  and 
increase  the  other  line.  It  has  been  fairly  quick  for  some. 

Chairman  Stark.  Well,  I  thank  the  both  of  you.  I  suspect  we  will 
be  in  touch  with  you  quite  frequently  in  the  next  month  or  two 
while  we  try  and — — 

Mr.  Altman.  Again,  it  has  been  our  pleasure  to  work  with  you 
and  your  staff,  and  we  welcome  the  opportunity.  Thank  you  very 
much. 

Chairman  Stark.  As  always,  it  has  been  a  pleasure. 

The  committee  will  stand  in  recess  for  about  10  minutes. 

[Recess.] 

[Questions  for  the  record  from  Representative  Grandy  to  Mr.  Alt- 
man  and  his  responses  follow:] 

Question.  Dr.  Altman,  is  the  administration's  proposal  to  reduce  the  average  hos- 
pital update  to  MBI  minus  1  percentage  point  for  fiscal  years  1994  and  1995  consist- 
ent with  your  March  1  recommendation? 

Answer.  ProPAC's  recommendation  for  the  update  factor  for  fiscal  year  1994  is  3.6 
percent,  which  is  market  basket  minus  0.7  percent  on  average.  To  continue  with  the 
elimination  of  the  difierential  between  the  rural  and  the  other  urban  standardized 
amounts,  ProPAC  recommends  that  the  update  for  large  and  other  urban  hospitals 
be  market  basket  minus  0.9  percent  and  for  rural  areas,  market  basket  plus  1.6  per- 
cent. 

Question.  In  your  judgment,  what  impact  will  the  administration's  proposal  have 
on  the  elimination  of  the  urban-rural  differential? 

Answer.  The  administration's  proposal  is  market  basket  minus  1  percent  for  fiscal 
years  1994  and  1995.  The  proposal  is  silent  regarding  differential  updates  for  urban 
and  rural  hospitals.  Under  current  law,  the  elimination  of  the  differential  between 
urban  and  rural  hospitals  is  scheduled  to  be  completed  by  fiscal  year  1995.  If  no 
change  is  made  in  this  law,  the  administration's  proposal  would  mean  a  somewhat 
lower  update  for  urban  hospitals  and  a  higher  update  for  rural  hospitals,  and  the 
elimination  of  the  differential  would  continue.  If  the  administration  wished  to  give 
urban  and  rural  hospitals  the  same  update,  current  law  regarding  the  elimination 
of  the  urban  and  rural  differential  would  have  to  be  changed. 

Mr.  Levin  [presiding].  Let's  recommence.  We  are  going  to  have 
a  pretty  punctuated  morning  and  early  afternoon,  I  am  afraid,  be- 
cause of  the  picture  on  the  floor.  But  we  will  do  the  best  we  can. 

My  colleagues  who  aren't  here,  of  course,  have  your  testimony, 
and  we  will  all  review  it  in  one  way  or  another. 

All  right.  Mr.  Pollack,  from  the  Hospital  Association,  accom- 
panied by  Mr.  Bentley,  you  are  here.  And  Mr.  Gage  from  the  Na- 
tional Association  of  Public  Hospitals,  and  Dr.  Foreman  from  the 
Association  of  American  Medical  Colleges. 

As  you  know,  under  our  rules,  your  testimony  is  in  the  record. 
It  might  be  I  think  particularly  useful — did  you  hear  the  testimony 
earlier?  All  of  you  were  here? 

Mr.  Pollack.  Yes. 
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Mr.  Levin.  If  you  would  like  to  comment  on  it  as  part  of  your 
remarks,  that  is  sometimes  particularly  useful.  So  we  will  start 
with  Rick  Pollack. 

STATEMENT  OF  RICK  POLLACK,  EXECUTIVE  VICE  PRESIDENT 
FOR  FEDERAL  RELATIONS,  AMERICAN  HOSPITAL  ASSOCIA- 
TION, ACCOMPANIED  BY  JIM  BENTLEY,  SENIOR  VICE  PRESI- 
DENT FOR  POLICY 

Mr.  Pollack.  Thank  you,  Mr.  Chairman.  I  would  like  to  make 
three  points  very  briefly. 

First,  we  are  obviously  concerned  about  the  impact  of  further 
Medicare  savings  on  hospitals  and  the  communities  they  serve. 
While  we  appreciate  and  understand  the  need  for  shared  sacrifice 
by  all  Americans,  including  hospitals,  it  is  also  important  to  recog- 
nize that  these  budget  proposals  will  create  genuine  hardship,  par- 
ticularly to  many  small  rural  and  inner-city  urban  hospitals  who 
are  already  in  financial  peril. 

According  to  ProPAC's  figures,  average  PPS  operating  margins  in 
1990  were  a  negative  8.3  percent,  with  over  two-thirds  of  the  Na- 
tion's hospitals  subsidizing  the  cost  of  treating  Medicare  patients. 
I  might  add  that  those  figures  are  2  years  old,  and  the  trend  lines 
continue  downward. 

Clearly,  these  new  budget  proposals  that  delay  and  reduce  up- 
date factors,  cut  graduate  medical  education,  and  further  reduce 
outpatient  payments  will  exacerbate  the  situation. 

It  is  also  important  to  recognize  that  hospitals  have  already  con- 
tributed significantly  toward  deficit  reduction  over  the  past  decade. 
The  last  reconciliation  bill  alone,  enacted  in  1990,  reduced  Medi- 
care hospital  payments  by  $16  billion  over  a  multiyear  period  yet 
to  be  completed. 

Nevertheless,  as  a  practical  political  matter,  Mr.  Chairman,  we 
understand  that  this  committee  must  meet  the  savings  mark  di- 
rected by  the  Budget  Committee,  and  we  hope  to  work  with  you  in 
developing  a  fair,  responsible,  and  balanced  package  that  is  sen- 
sitive to  the  legitimate  needs  of  our  most  fragile  institutions  serv- 
ing our  most  vulnerable  populations. 

At  the  same  time,  we  must  insist  that  any  short-term  budget  ac- 
tions be  inextricably  linked  to  the  development  of  a  health  care  re- 
form package  that  provides  both  universal  access  and  a  restructur- 
ing of  the  health  care  delivery  system. 

Speaking  of  reform,  my  second  point  is  that  on  this  10th  anniver- 
sary of  the  prospective  payment  system,  if— and  I  say  if — we  need 
to  begin  a  second  decade  of  Medicare  savings,  it  must  be  achieved 
through  a  real  reform  rather  than  continued  tinkering  with  a  se- 
verely broken  system.  As  you  know,  AHA  has  called  for  a  radical 
restructuring  of  the  delivery  system  which  would  result  in  about  as 
much  change,  if  not  more  change,  in  the  way  hospitals  and  doctors 
operate  than  virtually  any  other  reform  plan  put  on  the  table.  It 
involves  providing  strong  incentives  to  establish  community  care 
networks. 

These  networks  would  link  together  providers  and  other  stake- 
holders to  provide  all  services  needed  by  patients,  fi-om  preventive 
care  to  long-term  care,  and  they  would  give  patients  a  single  entry 
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and  coordination  point  for  all  services  financed  through  integp^ated 
payment  or  capitation. 

On  the  other  hand,  attempting  to  improve  the  current  system  by 
puttering  and  achieve  further  efficiencies  through  ratcheting  is  like 
driving  a  car  by  looking  through  the  rearview  mirror  wnen  we 
should  be  looking  out  the  windshield.  The  hard  truth  is  that  if,  in 
fact,  additional  Medicare  savings  are  needed  to  keep  the  trust  fund 
viable  in  the  long  term,  we  need  to  create  a  more  efficient  delivery 
system  for  Medicare  beneficiaries,  as  well  as  all  citizens. 

I  am  pleased  to  see  that  ProPAC  recognizes  certain  critical  ele- 
ments of  this  situation.  Recommendation  three  addresses  the  need 
to  control  spending  across  sites  of  care  by  improving  the  continuum 
of  care  for  Medicare  beneficiaries  and  reining  in  the  fragmentation 
of  services.  Our  notion  of  community  care  networks  moves  exactly 
in  this  direction. 

A  thoughtful  restructuring  of  the  health  care  delivery  system 
that  includes  Medicare  and  provides  beneficiaries  with  a  seamless 
system  of  health  care  security  would  generate  savings.  It  would 
generate  savings  by  addressing  the  inefficiencies  that  result  from 
the  overlap  in  duplication  of  services.  It  would  address  the  issue  of 
excess  capacity.  And  it  would  address  the  inefficiencies  created  by 
the  perverse  incentives  of  our  fee-for-service  system  that  result  in 
more  and  more  services  generated  in  the  name  of  piecework  and 
fewer  and  fewer  services  provided  in  the  pursuit  of  wellness  and 
prevention. 

In  conclusion,  my  third  point  is  that  also  as  a  practical  matter, 
we  recognize  that  PPS  will  not  go  away  overnight,  and  there  are 
some  stopgap  measures  that  should  be  taken  to  preserve  equity  in 
the  system.  In  this  regard,  we  applaud  ProPAC's  work  in  refining 
the  area  wage  index  by  moving  toward  a  nearest-neighbor  ap- 
proach, and  we  look  forward  to  reviewing  the  details  and  examin- 
ing the  impact  analysis.  And  while  we  support  the  movement  to- 
ward cost  outliers,  we  believe  there  should  be  an  extended  phasein 
to  cushion  the  detrimental  impact  that  some  hospitals  will  experi- 
ence as  a  result  of  this  change. 

Finally,  we  are  very  supportive  of  the  provisions  in  H.R.  21. 

Thank  you  for  giving  me  this  opportunity  to  share  our  views  with 
you.  We  look  forward  to  working  with  you  not  only  in  regard  to  the 
short-term  issues,  but  on  the  paramount  issue  of  enacting  mean- 
ingful health  care  reform  that  gives  every  single  American  a  dig- 
nified entry  point  to  the  health  care  system  and  to  a  new  and  more 
efficient  delivery  system. 

Thank  you,  sir. 

[The  prepared  statement  follows:] 
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SUMMARY 


The  American  Hospital  Association  (AHA)  is  very  concerned  about  the 
impact-on  hospitals  and  their  communities--of  the  Medicare  savings  proposed  in 
President  Clinton's  Fiscal  Year  (FY)  1994  budget. 

Reductions  in  the  Prospective  Payment  System  (PPS)  update,  delaying  that  update 
until  January,  cutting  both  direct  and  indirect  medical  education  payments,  and 
continued  reductions  in  payment  for  outpatient  services  will  exacerbate  the 
situation  for  many  already  financially  troubled  hospitals. 

Moreover,  hospitals  have  contributed  to  deficit  reduction  in  every  recent  budget 
reconciliation  package. 

It  is  imperative  that  whatever  budget  savings  are  ultimately  enacted,  they  be 
linked  to  the  long-term  goal  of  a  health  care  reform  package  that  provides  both 
universal  access  and  a  restructured  delivery  system. 

Until  this  systemic  reform  becomes  a  reality,  we  must  continue  to  seek  fairness  in 
the  current  Medicare  system. 


Mr.  Chairman,  I  am  Rick  Pollack,  Executive  Vice-President  for  Federal  Relations  at 
AHA.   I  am  accompanied  by  Jim  Bentley,  Senior  Vice-President  for  Policy.  On  behalf 
of  AHA's  5,300  institutional  members,  I  am  pleased  to  testify  today  on  the  President's 
FY  1994  budget  proposal  and  on  the  March  1,  1993  "Report  and  Recommendations  to 
the  Congress"  of  the  Prospective  Payment  Assessment  Commission  (ProPAC). 

I  would  like  to  cover  three  basic  points  in  my  testimony  this  morning.   First,  the  AHA  is 
very  concerned  about  the  impact  further  Medicare  savings-either  those  in  the  President's 
plan  or  those  recommended  by  ProPAC-will  have  on  the  nation's  hospitals  and  the 
communities  they  serve.   Second,  although  some  short-term  budget  savings  may  be 
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necessary,  it  is  imperative  that  they  be  linked  to  the  long-term  goal  of  a  health  care 
reform  package  that  provides  both  universal  access  and  a  restructuring  of  the  delivery 
system.   Finally,  while  we  work  on  real  reform,  we  must  address  the  need  for  fairness 
and  accuracy  in  the  current  Medicare  program;  both  ProPAC  and  members  of  this 
committee  have  made  important  recommendations  in  this  regsird. 

As  you  know,  the  Administration's  FY  1994  budget  proposal  for  Medicare  is  one  part  of 
an  economic  package  that  aims  to  stimulate  the  economy,  create  long-term  job  growth 
and  reduce  the  federal  budget  deficit   We  support  these  goals  and  believe  it  is  in  the 
best  interests  of  the  communities  we  serve  that  the  nation's  economy  gets  back  on  track. 
We  further  recognize  that  a  strong  economy  generates  job  growth  and  health  coverage  in 
the  private  sector.    To  achieve  deficit  reduction  and  economic  growth,  the  President  has 
asked  for  sacrifices  to  be  made.   We  understand  that  hospitals  need  to  participate  in  the 
shared  sacrifice  required  of  all  Americans  in  the  short  term  to  attain  our  shared  long- 
term  goals. 

Yet,  as  we  work  toward  these  laudable  goals,  we  must  ensure  that  the  sacrifice  is  fair 
and  that  budget  decisions  lead  toward,  not  away  fi-om,  a  solution  to  our  nation's  health 
care  crisis.  To  accomplish  real  and  fair  health  care  reform,  everyone  needs  to 
understand  how  budget  decisions  made  today  will  affect  hospitals  and  their  communities. 

In  May,  when  the  President  presents  his  comprehensive  health  care  reform  plan  to  the 
Congress  and  the  American  public,  we  will  all  be  engaged  in  an  important  discussion 
about  the  future  of  our  nation's  health  care  system.   While  we  look  forward  to  that 
dialogue  and  are  eager  to  work  with  this  subcommittee  and  the  Congress,  we  nnist 
ensure  that  exLsting  federal  programs  do  not  undermine  providers'  ability  to  meet  the 
legitimate  needs  of  their  patients.   Purely  budget-driven  decisions  can  exacerbate  our 
nation's  health  care  problems  and  weaken  the  infrastructure  upon  which  a  reformed 
system  must  be  built.  Consequently,  we  need  to  carefully  examine  both  President 
Clinton's  FY  1994  budget  proposal  and  the  FY  1994  ProPAC  recommendations  in  terms 
of  their  impact  on  hospitals  and  the  communities  they  serve. 

MEDICARE  SAVINGS  IMPACT 

The  President's  budget  proposal  calls  for  nearly  $60  billion  in  savings  for  Medicare  and 
Medicaid  over  the  next  five  years.  This  comes  at  a  time  when  ProPAC  estimates  that  for 
FY  1929  the  aggregate  PPS  margin-for  both  urban  and  rural  hospitals-was  negative  8.3 
percent  and  AHA  estimates  that  for  FY  1993  two-thirds  of  the  nation's  hospitals  were 
forced  to  subsidize  the  cost  of  treating  Medicare  patients. 

Many  vulnerable  hospitals  provide  the  only  access  to  health  care  services  for  specific 
populations  such  as  the  poor,  elderly  and  rural  Americans.   While  citing  the  need  to 
limit  the  rise  of  Medicare  inpatient  hospital  payments,  ProPAC's  report  also 
acknowledges  that,  "PPS  payments  should  continue  to  increase  at  a  reasonable  rate, 
recognizing  costs  beyond  hospitals'  control."    Reductions  in  Medicare  spending  have 
exacerbated  shortfalls  between  payments  and  costs  in  ways  that  hospitals  cannot  sustain. 

UPDATE  FACTOR /CAPITAL 

The  President's  budget  proposal  delays  the  FY  1994  PPS  update  by  three  months 
until  January  1,  1994,  limits  the  growth  in  tnese  iactors  for  FYs  1994  and  1995,  and 
extends  the  10  percent  reduction  in  capital  payments.   Clearly,  these  proposals  would 
exacerbate  an  already  difficult  situation  for  those  institutions  experiencing  losses  and 
place  increased  pressure  on  their  ability  to  continue  providing  high  quality  services. 

OUTPATIENT  PAYMENTS 

The  proposals  offered  by  the  Administration  serve  only  to  further  fragment  outpatient 
payment  policies  without  taking  any  steps  toward  comprehensive  reform.  Continued 
tinkering  with  the  numerous  payment  systems  currently  used  to  pay  for  outpatient 
services  meets  short-term  budget  needs  only.   While  we  look  forward  to  examining 
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the  Admiiustration's  proposal  for  refonn  of  outpatient  payment,  we  believe  that  only 
with  systemic  refonn  will  these  issues  be  adequately  resolved. 

GRADUATE  MEDICAL  EDUCATION 

The  President's  budget  proposes  significant  cuts  in  payments  to  hospitals  that  train 
physicians.  First  is  a  reduction  in  indirect  medical  education  payments,  provided  to 
cover  the  indirect  costs  of  running  teaching  programs.  It  has  long  been  recognized- 
and  deemed  appropriate-that  these  payments  also  compensate  for  the  additional 
costs  associated  with  the  patients  these  hospitals  treat.  In  the  context  of  their  broader 
mission  of  education,  teaching  hospitals  typically  care  for  a  greater  number  of 
indigent  patients  and  those  with  higher  severity  of  illness.  Care  must  be  taken  before 
further  reducing  this  adjustment  without  enacting  simultaneous  access  reforms  to 
ensure  that  these  patients  continue  to  receive  appropriate  care. 

Second,  the  budget  recommends  basing  direct  medical  education  payments  on  a 
national  per  resident  amount-using  resident  salaries  only-and  further  modifying 
payments  by  differential  weighting  depending  on  choice  of  specialty.  We  understand 
the  need  to  implement  incentives  to  train  more  primary  care  physicians,  but  do  not 
believe  that  paying  hospitals  less  for  training  other  physicians  is  the  incentive  that  will 
most  affect  the  choices  of  graduating  medical  students.  Only  long-term, 
comprehensive  reform  of  the  delivery  and  financing  of  health  care  will  properly  aUgn 
incentives  in  the  direction  of  primary  care. 

These  cuts  in  graduate  medical  education  could  exacerbate  the  financial  situation  of 
teaching  hospitals-many  in  our  nation's  inner  cities-where  residents  in  training 
provide  a  large  portion  of  the  care  to  the  medically  indigent.  The  Association  of 
American  Medical  Colleges  will  present  detailed  testimony  at  this  hearing  on  these 
issues.  We  share  their  commitment  to  protect  those  vital  hospitals. 

PAYMENT  FOR  INPATIENT  RADIOLOGY.  ANESTHESIA  AND  PATHOLOGY 

AHA  is  encouraged  by  the  Administration's  apparent  commitment  to  aligiung  hospital 
and  physician  incentives  as  a  method  of  controlling  spending  across  cdl  sites  of  care. 
In  fact,  a  bundled  payment  is  consistent  with  our  vision  of  reform  and  the  need  for 
integrated  payments.   However,  until  these  incentives  are  broad-based  and  the 
delivery  system  is  restructured  at  the  local  level  by  collaborative  arrangements  among 
hospitals  and  physicians,  hospitals  should  not  be  unfairly  burdened  by  a  federal 
requirement  imposing  a  new  relationship  on  hospitals  and  their  medical  staffs. 

These  proposed  Medicare  hospital  savings  in  the  President's  plan  total  nearly  $22  billion 
for  FYs  1994-1998.  They  must  be  viewed,  however,  in  a  broader  context.   Hospitals  have 
made  significant  contributions  to  deficit  reduction  in  past  budget  bills;  Medicare  hospital 
savings  in  the  Omnibus  Budget  Reconciliation  Act  of  1990,  for  example,  totaled  almost 
$16  bilUon. 

Despite  the  magnitude  of  these  savings,  this  year  presents  us  with  an  opportunity  we 
have  not  had  in  past  years.   It  is  imperative  that  whatever  budget  savings  are  ultimately 
enacted  in  the  short  term  are  accomplished  fairly  and  that  we  remain  focused  on  the 
long-term  goal  of  meaningful  reform  that  achieves  universal  access  and  a  restructured 
health  care  delivery  system. 

Further,  we  must  ensure  that  these  measures  do  not  freeze  the  current  fragmented 
health  care  system  in  place.  The  solution  to  our  nation's  health  care  crisis  is  not  in 
tinkering  with  current  flawed  payment  systems  such  as  Medicare  PPS.   Indeed, 
meaningful  health  reform  can  only  come  about  through  universal  access  and 
restructuring  both  the  financing  and  dehvery  system  to  encourage  more  prudent  and 
appropriate  behavior  by  providers,  payers,  and  consumers  at  the  local  level.  Only  in  this 
way  will  we  achieve  universal  access  to  needed  services  at  a  cost  this  country  can  afford. 

AHA'S  VISION  FOR  HEALTH  CARE  REFORM 

The  AHA's  top  priorities  are  achieving  universal  access  and  restructuring  health  care 
delivery  around  Community  Care  Networks.^"  These  networks  would  be  consortia  of 
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hospitals  and  other  institutional  providers,  physicians  and  other  health  care  professionals, 
insurers,  employers,  unions  and  others  groups. 

Networks  would  be  expected  to  provide  patients  with  a  broad,  coordinated  continuum  of 
care,  focused  on  improving  the  health  status  of  their  enrollees.  In  return,  community  care 
networks  would  be  paid  on  a  capitated  basis,  receiving  a  fixed  annual  payment  per 
individual.  The  allocation  of  resources  among  providers  within  the  network,  including  the 
method  and  level  of  payment  to  various  participating  providers,  would  be  determined  viathin 
each  network. 

Networks  would  give  providers  greater  freedom  to  make  decisions  without  micro- 
management  by  government  payers  and  insurers.  In  exchange,  networks  must  be 
accountable.  Networks  might  provide  regular  reports  to  communities  on  health  status 
improvement,  patient  satisfaction,  and  provider  satisfaction  with  network  relationships. 

The  AHA  believes  that  community  care  networks  hold  the  best  promise  for  reducing 
inappropriate  competition  within  our  system;  improving  patient  care;  and  eliminating 
unnecessary  care,  duplication  of  services  and  excess  capacity.  Restructiuing  our  health  care 
system  into  capitated  networks  will  increase  the  focus  on  preventive  and  primary  care 
services. 

TRANSITIONAL  ISSUES 

While  we  work  toward  reform,  hospitals  must  continue  to  operate  under  the  PPS.  In  its 
March  "Report  and  Recommendations  to  the  Congress,"  ProPAC  makes  a  number  of 
recommendations  regarding  the  accuracy  and  fairness  of  the  Medicare  prospective  payment 
system. 

IJ^BOR  MARKET  AREAS 

The  movement  away  from  the  use  of  metropolitan  statistical  areas  (MSAs)  to  define 
labor  areas,  and  toward  a  definition  more  specifically  representative  of  local  labor  costs 
is  a  much  needed  conceptual  improvement.  We  would  expect  such  a  modification  to 
minimize  the  differences  in  wage  index  values  between  neighboring  areas  and  to  prevent 
the  grouping  under  a  single  wage  index  of  hospitals  separated  by  several  hundred  miles, 
as  is  currently  the  case  for  many  rural  hospitals. 

AHA  appreciates  the  complexity  of  the  task  ProPAC  has  undertaken  in  trying  to  identify 
more  appropriate  labor  markets  and  feels  that  they  have  made  excellent  progress  in  this 
direction.  We  look  forward  to  additional  details  on  the  methods  as  well  as  further 
impact  analyses  to  determine  the  appropriateness  of  the  significant  payment 
redistributions  that  such  a  change  would  likely  entail. 

OUTLIER  PAYMENT 

The  AHA  continues  to  support  measured  movement  away  from  day  outlier  payments, 
toward  a  greater  emphasis  on  cost  outlier  payments.  ProPACs  recommendation  to 
completely  eliminate  day  outlier  payments  within  three  years,  however,  would  cause 
severe  disruption  of  payment  for  a  significant  number  of  hospitals.  We  feel  that  any  such 
change  should  be  phased  in  over  a  longer  period. 

The  suggested  increase  in  the  outlier  pool  to  six  percent  of  total  PPS  payments  (from  the 
current  5.1  percent)  should  be  deferred  until  the  effects  of  eliminating  the  day  outlier 

p"Tii;~t  "z  better  understood  anu  thcic  is  /ci:  ajsuriiict  tjjii  dux  currciiUj -- 

outlier  funds  will  be  fully  disbursed. 


PPS  EQUITY 

In  discussing  equity  adjustments  to  the  existing  Medicare  system,  we  must  not  forget  the 
numerous  proposals  contained  in  H.R  21,  the  Miscellaneous  and  Technical  Medicare 
Amendments  of  1993.  AHA  applauds  Chairmen  Rostenkowski  and  Stark  and  other 
members  of  this  subcommittee  for  their  continuing  efforts  to  enact  these  important 
legislative  provisions. 
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H.R.  21  reauthorizes  the  Essential  Access  Community  Hospital  program,  provides  for 
separate  payment  for  the  interpretation  of  EKGs,  phases  in  changes  in  outlier  payments, 
and  contains  important  provisions  to  assist  hospitals  with  Medicare  dependent  and  rural 
referral  center  status  to  keep  that  status  until  the  urban/rural  differential  is  eliminated. 
AHA  fully  supports  this  bill  and  urges  the  subcommittee  to  include  its  provisions  in  your 
reconciliation  package.  Like  ProPAC,  we  continue  to  support  the  elimination  of  the 
urban-rural  differential  by  October  1,  1994,  as  mandated  by  Congress. 


CONCLUSION 

As  America's  hospitals  prepare  for  health  care  reform  they  must  continue  to  operate  under 
the  current  system,  complete  with  a  flawed  and  inequitable  Medicare  program.  Both 
ProPAC  and  members  of  this  subcommittee  have  supported  important  improvements  to 
PPS.  We  stand  ready  to  work  with  you  to  achieve  these  goals  as  well  as  to  make  the 
difficult  choices  required  to  meet  the  President's  goal  of  a  stronger  economy.  The  President 
has  asked  for  shared  sacrifice  from  all  Americans,  including  the  nation's  hospitals-many  of 
which  are  financially  vulnerable  because  of  continued  tinkering  and  past  deficit  reduction 
efforts. 

ProPACs  report  is  critical  of  the  fragmentation  of  the  current  health  care  system  and  calls 
for  real  coordination  in  order  to  control  health  care  spending.  The  AHA  appreciates 
ProPACs  approach  to  the  long-term  problems  of  the  current  system  and  supports  their 
efforts  to  address  central  payment  problems  and  avoid  unnecessary  tinkering. 

We  have  worked  with  our  members  to  develop  a  constructive  approach  to  respond  to  the 
nation's  health  care  crisis  and  look  forward  to  working  with  you  and  tht  Administration  in 
the  months  ahead.  AHA  is  committed  to  meaningful  health  care  reform  that  achieves 
universal  access  and  a  restructured  health  care  delivery  system. 


-  CCN,  Inc.  and  San  Diego  Community  Healthcare  Alliance  uae  the  name  Community  Care  Network  as  their 
service  mark  and  reserve  all  rights. 
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Mr.  Levin.  Thank  you  very  much. 
Mr.  Gage. 

STATEMENT  OF  LARRY  S.  GAGE,  PRESmENT,  NATIONAL 
ASSOCLVTION  OF  PUBLIC  HOSPITALS 

Mr.  Gage.  Thank  you  very  much,  Mr.  Chairman.  I  will  try  to  be 
as  brief  as  Mr.  Pollack. 

I  am  Lariy  Gage,  president  of  the  National  Association  of  Public 
Hospitals.  NAPH  members  include  over  100  of  America's  metropoli- 
tan area  public  and  private  safety  net  hospitals. 

I  am  very  pleased  to  have  this  opportvmity  to  testify  today  on  the 
President's  proposed  economic  plan.  My  prepared  testimony  also 
brings  you  up  to  date  on  a  situation  of  America's  urban  safety  net 
hospitals.  We  comment  on  health  care  reform  and  we  also  call  your 
attention  to  the  more  immediate  needs,  including  serious  capital 
infrastructure  needs,  facing  America's  urban  health  safety  net.  I 
will  submit  this  for  the  record  and  summarize  it  briefly. 

Let  me  illustrate  the  urgency  of  the  situation  of  America's  urban 
public  hospitals  with  a  few  simple  facts. 

First,  safety  net  hospitals  are  bursting  at  the  seams.  Such  hos- 
pitals are  providing  today  an  extraordinary  volume  of  inpatient  and 
outpatient  care.  Just  72  NAPH  members  across  the  country  aver- 
aged 260,000  emergency  room  and  outpatient  visits  and  18,000  ad- 
missions in  1990,  or  over  10  times  the  volume  of  the  average  Amer- 
ican hospital.  These  hospitals  totaled  18.7  million  emergency  and 
outpatient  visits  in  1990.  They  operated  at  an  82  percent  occupancy 
rate,  also  far  higher  than  the  rest  of  the  industry,  with  many  ap- 
proaching 100  percent. 

I  have  three  brief  charts  that  I  wanted  to  show  you  today.  The 
first  chart  indicates  that  safety  net  hospitals  are  both  the  hospital 
and  family  doctor  for  the  uninsured.  We  are,  in  effect,  national 
health  insurance  today.  Forty  percent  of  all  NAPH  member  dis- 
charges were  for  Medicaid,  and  33  percent  of  all  discharges  were 
self-pav  patients  in  1990. 

As  the  second  chart  indicates,  48  percent,  or  nearly  half,  of  all 
outpatient  and  emergency  room  visits  were  uninsured  m  1990. 

Finally,  as  the  third  chart  indicates,  safety  net  hospitals  are 
uniquely  reliant  on  governmental  funding  sources.  Just  17  percent 
of  the  gross  revenues  of  these  hospitals  were  derived  from  private 
insurance  and  only  18  percent  from  Medicare  in  1990,  while  over 
two-thirds  were  attributable  to  Medicaid  and  self-pay  or  no-pay  pa- 
tients. 

As  a  result  of  this  safety  net  role  and  narrow  funding  base,  the 
many  communitywide  services  provided  by  safety  net  hospitals  are 
in  danger  of  deterioration  today.  Trauma  centers,  high-risk  obstet- 
ric units,  emergency  psychiatric  units,  emergency  drug  abuse  treat- 
ment programs,  burn  centers,  neonatal  intensive  care  units,  all  are 
overflowing  at  a  time  when  State  and  local  budget  crises  often  re- 
quire reductions,  not  increases,  in  funding. 

Having  said  this,  despite — or  perhaps  because  of — this  bleak  sit- 
uation, NAPH  supports  President  Clinton's  economic  plan.  We  be- 
lieve it  should  be  given  an  opportunity  to  work. 

Our  members  made  this  decision  niUy  cognizant  that  the  Presi- 
dent's plan  includes  a  number  of  health-related  spending  reduc- 
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tions  that  will  affect  them  directly  or  indirectly.  We  are  those 
inner-city  hospitals  that  everybody  has  been  talking  about  this 
morning. 

Nevertheless,  we  accept  the  spirit  in  which  this  proposal  has 
been  made,  a  spirit  of  healing,  of  change,  of  shared  sacrifice,  and 
of  laying  the  groundwork  for  broader  health  system  reforms. 

Moreover,  we  believe  that  all  three  major  components  of  the  plan 
are  essential  to  its  success,  including  the  proposed  economic  stimu- 
lus package,  as  well  as  tax  increases  and  spending  reductions.  We 
would  be  far  more  likely  to  oppose  a  package  that  focused  on 
spending  reductions  alone  without  addressing  the  other  two  areas. 

In  supporting  President  Clinton  in  this  effort,  NAPH  is  fully 
aware  that  some  of  the  health -related  spending  reductions  will 
hurt.  In  particular,  reductions  in  Medicare  medical  education  and 
capital  payments  will  affect  those  urban  hospitals  who  rely  dis- 
proportionately on  governmental  funding  sources  and  who  have  rel- 
atively fewer  privately  insured  patients  to  whom  uncompensated 
costs  can  be  shifted,  as  Stu  Altman  pointed  out  this  morning. 

In  moving  ahead  to  enact  these  and  other  aspects  of  the  Presi- 
dent's plan,  we  thus  ask  only  that  the  Congress  be  sensitive  to  the 
uneven  playing  field  on  which  both  patients  and  providers  find 
themselves  today.  In  addition,  while  we  are  prepared  to  support 
the  President's  proposed  health-related  spending  reductions,  we 
also  urge  the  committee  to  tie  those  reductions  directly  to  the  fi- 
nancing of  needed  reforms. 

I  would  be  happy  to  submit  the  rest  of  my  statement  for  the 
record  and  to  answer  any  questions  you  may  have. 

[The  prepared  statement  and  attachments  follow:] 


49 

Statement  of  Larry  S.  Gage 
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Washington  D.C. 
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I  am  Larry  Gage,  President  of  the  National  Association  of  Public  Hospitals  (NAPH). 
NAPH's  members  include  over  100  of  America's  metropolitan  area  safety  net  hospitals.  These 
100  institutions  (taken  together)  comprise  America's  most  important  health  and  hospital  system. 
With  combined  revenues  of  over  $14  billion,  these  hospitals  provide  over  65%  of  their  services 
to  Medicaid  and  low  income  uninsured  and  underinsured  patients.  In  other  words,  these 
hospitals  already  serve  as  "national  health  insurance"  by  default  in  most  of  our  nation's  urban 
areas. 

I  am  pleased  to  have  this  opportunity  to  testify  before  the  Committee  on  the  President's 
proposed  economic  plan.  I  would  also  like  to  comment  on  the  needs  and  concerns  of  urban 
safety  net  hospitals  with  respect  to  national  health  reform. 

In  particular,  I  would  like  to  accomplish  four  things  in  my  testimony  this  morning: 

•  First,  I  would  like  to  bring  you  up  to  date  on  the  situation  today  of  America's 
urban  safety  net  hospitals,  including  the  substantial  and  increasing  volume  of  services 
they  provide  to  the  poor  and  uninsured  and  the  growing  crises  they  face  in  maintaining 
their  services,  funding  sources  and  infrastructure. 

•  Second,  I  will  comment  briefly  on  the  President's  proposed  economic  recovery 
plan  —  to  indicate  NAPH's  support  for  that  plan. 

•  Third,  I  will  set  out  a  number  of  NAPH's  recommendations  and  concerns  with 
respect  to  national  health  reform,  to  assist  you  in  preparing  to  consider  the 
recommendations  that  will  soon  be  forthcoming  from  President  Clinton  and  any  other 
plans  that  may  be  on  the  table. 

•  Fourth,  and  finally,  I  would  like  to  call  your  attention  to  the  more  immediate 
needs,  including  serious  capital  infrastructure  needs,  facing  our  nation's  urban  health 
safety  net.  I  would  also  like  to  urge  your  support,  in  both  the  short  and  long  term,  for 
programs  to  guarantee  the  continued  viability  of  this  safety  net,  so  that  our  nation's  urban 
residents  will  have  access  to  needed  health  services  WHETHER  OR  NOT  they  are 
ultimately  covered  under  any  national  health  plan. 

THE  SITUATION  OF  AMERICA'S  URBAN  HEALTH  SAFETY  NET 

The  level  of  current  attention  in  Washington  D.C.  and  in  many  states  to  comprehensive 
health  care  reform  has  never  been  more  welcome  or  necessary.  The  urban  health  safety  net  that 
has  historically  provided  the  great  majority  of  health  and  other  services  to  the  uninsured  is 
increasingly  threatened  today  by  a  combination  of  factors. 
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Let  me  illustrate  the  urgency  of  this  situation  with  a  few  simple  facts: 


•  The  numbers  of  uninsured  have  dramatically  increased  in  recent  years. 

Despite  all  our  rhetoric  about  reform,  the  number  of  completely  uninsured  Americans 
grew  from  34  million  uninsured  in  1988  to  37  million  last  year.  It  is  also  now  estimated 
that  another  60  million  are  insured  only  part  of  the  year,  or  have  health  insurance  that 
will  prove  inadequate  in  the  event  of  a  serious  illness.  This  is  not  just  a  temporary  trend 
brought  on  by  the  recession:  it  has  been  exacerbated  by  ..disturbing  trends  among 
employers  and  insurers  to  reduce  or  eliminate  coverage  for  many  among  the  insured, 
including  dependents,  retirees,  and  individuals  with  AIDS  and  other  serious  medical 
problems. 

•  Safety  net  hospitals  are  bursting  at  the  seams.  Such  hospitals  today  are 
providing  an  extraordinary  volume  of  inpatient  and  outpatient  care.  72  NAPH  member 
hospitals  across  the  nation  averaged  260,000  emergency  room  and  outpatient  visits  and 
18,000  admissions  in  1990  -  or  over  ten  times  the  volume  of  the  average  American 
hospital.  NAPH  member  hospitals  totalled  18.7  million  emergency  and  outpatient  visits 
in  1990.  NAPH  members  averaged  an  82%  occupancy  rate  in  1990,  also  far  higher  than 
other  hospitals,  with  many  safety  net  hospitals  approaching  100%. 

•  Safety  net  hospitals  are  both  hospital  and  family  doctor  for  the  uninsured.  In 

1990,  33%  of  all  discharges  and  30%  of  all  inpatient  days  were  not  sponsored  -  even 
by  Medicaid  -  in  NAPH  member  hospitals;  48%  of  all  outpatient  and  emergency  room 
visits  were  also  uninsured. 

•  For  some  safety  net  hospitals,  these  proportions  are  far  higher.    At  San 

Francisco  General  Hospital,  62%  of  all  inpatient  days  and  72%  of  all  outpatient  visits 
were  not  sponsored;  for  Dallas'  Parkland  Memorial  Hospital,  the  figures  were  54%  of 
inpatient  days  and  62%  of  outpatient  visits. 

•  Safety  net  hospitals  are  uniquely  reliant  on  governmental  funding  sources. 

Just  17%  of  the  gross  revenues  of  safety  net  hospitals  were  derived  from  private 
insurance  and  18%  from  Medicare  in  1990,  while  67%  were  attributable  to  Medicaid  and 
"self  pay"  patients  (an  average  of  $73  million  in  Medicaid  revenues  and  $69  million  for 
"self  pay"  patients  (who  are  typically  uninsured  and  thus  "financed"  by  direct  subsidies 
and  other  mechanisms  such  as  Medicare  and  Medicaid  disproportionate  share 
adjustments). 

•  Emergency  and  clinic  patients  are  waiting  longer  to  see  doctors  or  be 
admitted.  58%  of  NAPH  hospitals  reported  periodic  waits  by  emergency  department 
patients  of  12  hours  or  more  for  admission,  and  half  of  all  hospitals  surveyed  reported 
that  some  patients  were  forced  to  wait  more  than  24  hours. 

•  The  many  community-wide  services  provided  by  safety  net  hospitals  are  in 
danger  of  deterioration  as  well.  Trauma  centers,  high  risk  obstetric  units,  emergency 
psychiatric  units,  emergency  drug  abuse  treatment  programs,  bum  centers,  neonatal 
intensive  care  units  —  all  are  overflowing,  at  a  time  when  state  and  local  budget  crises 
often  require  reductions,  not  increases,  in  funding. 

In  short,  while  Congress  debates  how  to  provide  access  to  care,  the  nation's  Safety  Net 
hospitals  are  providing  that  care  now,  and  they  are  providing  it  to  more  and  sicker  people  than 
at  any  other  time  in  our  nation's  history. 

COMMENTS  ON  THE  PRESIDENT'S  ECONOMIC  PLAN 

NAPH  supports  President  Clinton's  economic  plan. 

Our  members  fully  recognize  that  the  President's  plan  includes  a  number  of  health  related 
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spending  reductions  that  will  affect  them  directly  or  indirectly,  as  well  as  many  tax  provisions 
that  will  also  affect  their  employees  personally.  Nevertheless,  we  accept  the  spirit  in  which  this 
proposal  has  been  made  —  a  spirit  of  healing,  of  change,  of  shared  sacrifice,  and  of  laying  the 
groundwork  for  broader  health  system  reforms.  Moreover,  we  believe  that  all  three  major 
components  of  the  plan  are  essential  to  its  success  —  including  the  proposed  economic  stimulus 
package  as  well  as  tax  increases  and  spending  reductions.  We  would  be  far  more  likely  to 
oppose'a  package  that  focussed  on  spending  reductions  alone,  without  addressing  the  other  two 


In  supporting  President  Clintoriln  this  effort,"  >JAPH  is  fully  aware  that  some  of  the 
health-related  spending  reductions  will  hurt.  In  particular,  reductions  in  Medicare  medical 
education  and  capital  payments  will  affect  those  urban  hospitals  who  rely  disproportionately  on 
governmental  funding  sources  and  who  have  relatively  fewer  privately  insured  patients  to  whom 
uncompensated  costs  can  be  shifted.  In  moving  ahead  to  enact  these  and  other  aspects  of  the 
President's  plan,  we  thus  ask  only  that  the  Congress  be  sensitive  to  the  uneven  playing  field  on 
which  both  patients  and  providers  find  themselves  today.  In  addition,  while  we  are  prepared  to 
support  the  President's  proposed  heatlh-related  spending  reductions,  we  also  urge  the  Committee 
to  tie  these  reductions  directly  to  the  financing  of  needed  reforms. 

NAPH  also  strongly  supports  targeting  at  least  some  portion  of  the  proposed  economic 
stimulus  package  on  rebuilding  the  urban  health  infrastructure,  in  order  to  improve  access  to 
essential  health  services  and  facilities  in  our  nation's  inner  cities.  In  addition  to  the  broader  need 
for  long  term  capital  assistance  spelled  out  in  my  testimony  below,  urban  safety  net  hospitals 
have  identified  a  large  number  of  smaller  projects  that  are  ready  to  go  immediately.  Those 
include  building  or  expanding  trauma  centers  and  emergency  facilities;  renovating  facilities  to 
respond  to  the  sudden  resurgence  of  tuberculosis;  the  creation  of  new  high  risks  pregnancy 
centers;  and  needed  renovations  to  meet  fire  and  life  safety  code  standards.  A  list  of  specific 
urban  infrastructure  projects  that  are  ready  to  go  almost  immediately  is  attached  to  my 
testimony.  At  a  minimum,  in  addition  to  the  small  amount  that  has  already  been  set  aside  for 
health  programs,  we  urge  this  committee  to  recommend  expressly  including  health  care  facilities 
among  the  projects  that  are  eligible  for  broader  stimulus  spending. 

NAPH  COMMENTS  ON  HEALTH  CARE  REFORM 

Our  failure  to  provide  universal  health  coverage  and  access  to  care  has  for  years  been 
the  single  most  glaring  deficiency  of  our  nation's  health  system  -  one  we  share  only  with  South 
Africa  among  Western  nations.  In  the  past  two  decades  alone,  there  have  been  over  a  dozen 
major  national  health  insurance  initiatives,  offered  by  the  most  important  political  leaders  of  our 
era,  as  well  as  scores  of  more  modest  proposals.  Unfortunately,  each  of  these  prop)osals  has 
generated  influential  opposition  as  well,  virtually  paralyzing  all  efforts  to  achieve  needed  reform. 
As  a  result,  we  have  advanced  very  little  in  this  arena  since  the  enactment  of  Medicare  and 
Medicaid. 

Our  nation's  lack  of  universal  health  coverage  is  forcing  safety  net  hospitals  to  treat  an 
ever-broader  population  of  Americans  who  have  no  access  to  other  providers  because  they  have 
lost  their  jobs,  their  insurance,  or  both.  Rarely  are  these  individuals  able  to  become  eligible  for 
Medicaid  —  yet  rarely  can  they  afford  the  cost  of  a  serious  illness  either. 

Being  a  relatively  small  organization,  NAPH  did  not  choose  in  the  past  to  adopt  a  single, 
comprehensive  proposal  of  our  own,  but  rather  to  outline  the  characteristics  we  would  like  to 
see  in  any  national  health  plan  that  is  adopted  by  the  Congress,  or  by  a  state.  Those  principles 
are  set  out  in  an  attachment  to  my  testimony.  More  recently,  with  the  dramatic  improvement 
in  the  prospects  for  health  reform,  NAPH  has  chosen  to  expand  on  those  general  principles  - 
to  offer  more  specific  and  detailed  suggestions  in  a  number  of  areas,  based  on  our  intimate 
knowledge  of  the  health  status,  and  the  broad  range  of  both  health  and  social  needs,  of 
America's  urban  uninsured. 

While  NAPH's  specific  health  reform  proposals  are  still  under  development  in  several 
areas,  our  work  to  date  ~  and  our  vast  experience  serving  presently  uninsured  patients  —permits 
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us  to  make  the  following  observations  and  recommendations  at  this  time: 

1.  ELIGIBILITY 

A.  The  goal  of  national  health  reform  must  be  nothing  less  than  universal  and 
mandatory  coverage  for  all  residents.  While  universality  is  generally  acknowledged 
as  a  worthy  goal,  there  appears  to  be  debate  over  whether  coverage  should  be  voluntary 
or  mandatory  for  employers,  employees  and  the  uninsured.  The  experience  of  NAPH 
members  in  many  states  makes  clear  that  voluntary  coverage  will  simply  fail  to  reach 
many  among  the  uninsured  —  including  many  of  the  most  vulnerable  individuals  and 
families.  It  is  well  accepted  that  in  many  states,  the  Medicaid  program  (which  is 
voluntary)  enrolls  less  than  half  of  all  potentially  eligible  patients.  Only  by  requiring  all 
individuals  to  be  covered  can  a  new  system  lead  to  genuine  reforms. 

B.  It  will  clearly  be  necessary  —  if  only  for  budgetary  reasons  ~  for  universal 
health  coverage  to  be  phased  in.  In  that  case,  it  is  important  that  the  most  vulnerable 
populations  among  the  uninsured  should  be  covered  first  ~  including  the  chronically 
or  seriously  ill,  as  well  as  women  and  young  children  not  otherwise  eligible  for 
Medicaid.  Among  employed  individuals,  Hawaii  Health  Director  Jack  Lewin  (whose 
state-run  hospital  system  is  an  NAPH  member)  has  strongly  urged  that  health  reform  not 
be  phased  in  by  size  of  employer,  as  that  would  lead  to  significant  instability  in  the 
structure  and  cost  of  benefits  between  large  and  small  employers.  Among  the  employed 
uninsured,  particular  attention  will  need  to  be  paid  to  dependents,  part  time  employees, 
and  seasonal  and  migrant  employees,  to  prevent  these  populations  from  falling  through 
the  gaps. 

C.  It  is  also  essential  to  recognize  that,  however  noble  the  goal  of  universality, 
there  will  always  be  coverage  gaps  and  individuals  who  fall  through  them.  An 
institutional  safety  net,  including  hospitals,  community  health  centers,  and  other 
providers,  will  need  to  remain  in  place  (and  be  publicly  fmanced)  to  serve  these  patients. 
Even  Hawaii's  much-touted  health  plan  has  gaps  -  as  is  evidenced  by  the  continued 
existence  of  a  state-subsidized  public  hospital  system. 

D.  In  many  cases,  as  our  experience  with  Medicaid  demonstrates,  individuals 
who  may  otherwise  be  eligible  -  especially  in  inner  cities  and  isolated  rural  areas  -  will 
simply  not  sign  up  for  a  new  national  health  plan,  even  if  mandatory.  Rather,  they  will 
present  themselves  to  providers  in  the  future  as  they  do  today  -  sick  or  injured,  addicted 
or  mentally  ill,  homeless,  often  unable  to  provide  us  with  basic  information  about 
themselves.  It  is  therefore  imperative  that  (unlike  Medicaid,  AFDC  and  food  stamps 
today)  the  eligibility  process  should  be  kept  as  simple  as  possible.  As  eligibility  is 
phased  in  for  various  groups,  providers  must  be  able  to  rely  on  the  presumptive 
eligibility  of  any  individual  who  shows  up  in  the  emergency  room. 

E.  It  is  important  to  understand  that  simply  giving  a  patient  a  card  will  not 
ensure  that  his  or  her  needs  will  be  met.  A  dramatic  recent  indication  of  that  fact 
occurred  last  year  in  Milwaukee,  when  well  over  200  children  were  hospitalized  (and 
several  died)  as  a  result  of  a  measles  epidemic  that  could  have  been  prevented  through 
simple  immunizations.  Over  two  thirds  of  the  children  hospitalized  were  enrolled  in 
Medicaid  managed  care  plans! 

2.   BENEFIT  PACKAGE 

A.  A  basic  benefit  package  and  "basic  risk  pool"  should  be  developed,  based  on 
the  mandatory  federal  Medicaid  benefit  package,  but  with  a  greater  emphasis  on  (and 
first  dollar  coverage  for)  primary  and  preventive  care.  For  cost  containment  purposes 
and  so  that  it  may  be  applicable  to  the  widest  possible  population,  the  basic  package 
should  include  catastrophic  limits  (in  effect,  a  "stop  loss")  on  hospitalization  and  high 
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tech  providers  and  treatments. 

B.  To  augment  the  basic  package  and  basic  risk  pool,  a  parallel  "high  risk" 
benefit  package  and  risk  pool  should  also  be  developed,  for  individuals  with  more 
serious  illnesses,  injuries  or  conditions.  The  high  risk  package  can  provide  for  more 
utilization  and  provider  controls  and  stricter  case  management  requirements  than  the  basic 
package.  All  insurers  should  be  required  to  offer  both  packages,  and  indeed,  switching 
from  one  risk  pool  to  another  should  be  essentially  transparent  to  the  insured. 

C.  As  with  eligibility,  any  system  of  health  reform  must  acknowledge  that  there 
will  be  a  number  of  services  whose  costs  will  continue  (in  whole  or  in  part)  to  fall 
outside  either  benefit  package.  These  services  will  range  from  costly  24-hour  standby 
services  such  as  trauma,  bum  care,  and  neonatal  intensive  care,  to  traditional  public 
health  and  even  non-health  social  services  that  are  often  needed  by  low  income  patients 
whether  or  not  they  have  coverage.  These  safety  net  and  community-wide  services 
must  continue  to  be  provided  and  funded  outside  the  health  insurance  system, 
through  add-on  community  service  payment  adjustments  or  through  direct  grants  or 
subsidies. 

D.  Alternative  providers,  such  as  nurse  midwives  and  nurse  practitioners, 
should  be  accommodated  and  encouraged  wherever  possible. 

3.    FINANCING  HEALTH  REFORM 

A.  NAPH  strongly  supports  a  broad  array  of  flnancing  mechanisms  for 
universal  health  coverage,  including  taxes  on  excess  employee  health  coverage,  so- 
called  "sin  taxes"  on  alcohol  and  tobacco,  sliding  scale  cost  sharing  for  higher  income 
insured  individuals,  and  increased  Medicare  cost  sharing.  However,  we  would  oppose 
the  enactment  of  any  such  taxes  solely  to  reduce  the  deficit;  they  should  be  dedicated  to 
the  extent  possible  to  financing  expanded  health  coverage. 

B.  NAPH  also  suggests  that  a  number  of  other  relevant  taxes  or  fees  be 
considered,  such  as  an  increased  excise  tax  on  guns  (especially  semi-automatic  weapons), 
a  hospital  maintenance  fee  on  unused  or  unstaffed  beds  or  underutilized  technology,  or 
a  tax  or  surcharge  on  "luxury"  treatments  or  services. 

C.  NAPH  agrees  that  cost  containment  must  be  an  essential  element  of  any 

natioiud  health  plan,  and  would  support  cost  containment  methodologies  that  are  applied 
equitably  across  all  insurers  and  providers  (rather  then  being  limited  only  to  public 
programs).  To  be  effective,  cost  containment  strategies  must  be  administered  locally, 
at  the  community  level,  and  should  not  penalize  efficient  providers  (but  rather,  should 
target  underutilized  or  otherwise  inefficient  providers). 

D.  In  recent  years,  the  so-called  "disproportionate  share  hospital"  ("DSH") 
adjustments  paid  by  Medicare  and  many  Medicaid  programs  have  been  of  particular 
importance  in  helping  safety  net  hospitals  make  ends  meet,  assisting  overburdened  local 
governments  in  preserving  and  improving  health  safety  net  services.  There  has  been 
some  talk  of  using  these  adjustments  as  a  "funding  source"  for  national  health  reform. 
However,  we  believe  it  is  essential  that  these  adjustments  be  continued  and  strengthened 
until  such  time  aS  other  sources  of  funding  are  available  AND  FULLY  PHASED  IN  for 
the  presently  uninsured. 

• 

E.  We  further  believe  that  many  residual  community-wide  public  health  and 
social  services  will  continue  to  be  needed  even  after  most  uninsured  Americans  have  been 
provided  some  form  of  health  coverage.  Such  services  will  range  from  emergency 
"standby"  services  such  as  trauma  centers,  bum  centers,  neonatal  intensive  care,  and  the 
like,  to  public  health  and  social  services  that  will  still  be  needed  by  low  income  patients. 
For  this  reason,  as  part  of  health  reform,  NAPH  is  proposing  the  phase-in  of  a  sqarate 
"Community  Services  Adjustment"  that  would  be  carefully  targeted  on  safety  net 
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hospitals  and  other  facilities  (such  as  community  health  centers)  that  will  continue  even 
under  a  new  national  health  plan  to  provide  these  community-wide  services. 


4.    PLAN  ADMINISTRATION 

A.  NAPH  supports  the  concept  of  managed  competition  in  principal,  and  believes 
it  should  be  given  an  opportunity  to  work  wherever  feasible.  However,  based  on  our 
extensive  experience  serving  the  urban  uninsured,  we  are  concerned  that  managed 
competition  as  described  in  the  literature  to  date  may  be  less  effective  in  some  areas, 
including  inner  cities  and  isolated  rural  areas.  This  is  true  for  several  reasons,  including 
the  dearth  of  a  sufficient  number  and  variety  of  providers  to  guarantee  access  and  choice 
in  those  areas;  the  checkered  history  of  efforts  to  introduce  competitive  models  (such  as 
the  California  PHP  scandals  of  the  early  1970s  and  the  Florida  scandals  of  the  1980s); 
and  the  nature  of  the  patient  population  itself  in  such  areas.  NAPH  is  developing 
recommendations  for  alternatives  or  modifications  to  managed  competition  in  major 
metropolitan  areas. 


B.  It  must  be  fiirther  recognized  in  implementing  "managed  competition'  that  the 
playing  field  is  not  currently  level  for  either  providers  or  patients  —  especially  in  the 
inner  cities  and  remote  rural  areas.  To  be  equitable,  and  to  guarantee  access  for  patients 
in  such  areas  to  the  broadest  range  of  health  and  social  services,  a  plan  must  ensure  that 
all  safety  net  providers  (including  health  centers  as  well  as  public  hospitals)  are  given  an 
equal  opportunity  to  develop  and  participate  in  competitive  plans. 

C.  NAPH  also  cautiously  endorses  the  concept  of  the  HIPC  as  an  intermediary 
for  both  the  employed  and  unemployed  uninsured,  but  with  significant  safeguards  against 
abuses  by  insurers  and  others  who  may  develop  new  plans  in  response  to  health  reform. 
Of  particular  concern  is  the  possibility  of  adverse  selection  and  "targeted  marketing"  by 
some  plans  -  cream-skimming,  if  you  will  ~  that  will  leave  the  sickest  and  the  poorest 
to  enroll  in  "public  plans".  NAPH  will  be  developing  a  detailed  list  of  possible 
safeguards,  including  mandatory  open  enrollment,  limitations  on  advertising,  and 
mandatory  random  assignment  of  "high  risk'  patients. 

D.  NAPH  supports  the  broadest  possible  range  of  insurance  industry  reforms, 
including  full  portability,  a  ban  on  preexisting  conditions,  and  community  rating  for  all 
plans  and  all  employers. 

E.  NAPH  strongly  supports  the  establishment  of  a  National  Health  Board  at  the 
earliest  possible  opportunity.  We  believe  this  Board  should  be  fully  independent,  with 
members  confirmed  by  the  Senate,  and  should  have  a  broad  range  of  powers.  Included 
would  be  a  transfer  of  all  of  the  functions  and  personnel  of  the  current  Health  Care 
Financing  Administration  (and  responsibility  for  the  Medicare  and  Medicaid  programs), 
the  definition  and  fine  tuning  of  the  basic  and  high  risk  benefit  packages  recommended 
above,  the  development  of  uniform  reporting,  accounting  and  claims  processing 
standards,  collecting  and  analyzing  nationwide  data,  administering  and  certifying  the 
HIPCs,  quality  and  outcomes  assessment,  technology  assessment,  and  measuring 
consumer  satisfaction. 

MEETING  THE  MORE  TMMFniATK  NEEDS  OF  URBAN  SAFETY  NET  HOSPITALS 

Many  supporters  of  various  national  health  reform  proposals  have  suggested  that,  if 
reforms  were  enacted,  there  would  no  longer  be  a  need  for  an  institutional  health  safety  net. 
We  can  only  note  that  the  same  thing  was  said  about  the  enactment  of  Medicare  and  Medicaid. 
Given  the  strong  likelihood  that  future  changes  will  continue  to  be  incremental  and  piecemeal, 
NAPH  believes  that  there  will  continue  to  be  a  strong  need  for  the  public  health  safety  net  in 
our  nation's  metropolitan  areas. 
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In  particular,  as  the  crisis  last  year  in  South  Central  Los  Angeles  clearly  underscores,  our 
current  health  safety  net  is  extremely  fragile  and  underfunded  today.  The  health  safety  net, 
consisting  largely  of  county  facilities  and  programs,  worked  for  Los  Angeles  during  the  riots. 
Reports  tell  of  extraordinary  heroism  and  dedication  by  County  medical  and  administrative  staff, 
especially  at  the  Martin  Luther  King/Drew  Medical  Center,  in  the  middle  of  the  war  zone. 
Ssifety  net  hospitals  were  flooded  with  hundreds  of  casualties  --  without  their  standby  readiness, 
the  death  toll  would  have  been  far  higher  than  it  was,  and  many  of  the  injured  would  have  been 
far  worse  off  as  well.  But  it  was  clear  that  the  County  system  in  Los  Angeles  was  stretched  to 
the  very  limit.  And  it  was  also  clear  that  health  insurance  coverage  alone  would  never  have 
financed  the  full  range  of  emergency  system,  trauma  network,  public  health  and  social  costs  of 
meeting  the  community's  needs  during  this  crisis. 

We  must  thus  be  extremely  careful  about  dislodging  any  current  institutional  funding 
mechanisms  for  public  health  systems  in  general,  and  safety  net  hospitals  in  particular,  unless 
we  are  certain  that  we  have  a  workable  and  fully  implemented  system  to  take  their  place. 
Moreover,  we  must  continue  to  press  forward  with  more  targeted  programs  and  reforms  that 
support  "stand  by"  health  and  social  services  and  safety  net  providers. 

For  many  reasons,  even  if  national  health  insurance  were  adopted  this  year,  America's 
safety  net  institutions  will  need  continued  support  well  into  the  future: 

•  Any  new  health  reform  system  is  likely  to  be  phased  in  over  a  long  period  of 
time. 

•  Even  with  coverage,  many  of  our  current  uninsured  will  be  little  better  off  than 
Medicaid  patients,  who  today  find  their  access  restricted  in  many  states  to  those  "open 
door"  hospitals  and  clinics  who  will  serve  them. 

•  It  is  also  important  to  recognize  that  many  of  the  current  uninsured  also  suffer 
from  a  variety  of  health  and  social  problems  very  different  from  those  of  middle  America 
~  AIDS,  drug  abuse,  tuberculosis,  and  teenage  pregnancies  are  often  augmented  by 
homelessness,  joblessness,  and  lack  of  education;  while  no  health  care  provider  can  fiilly 
cope  with  all  of  these  problems,  our  urban  safety  net  hospitals  are  the  only  ones  even 
trying  to  do  so  today. 

•  In  addition,  we  must  recognize  that  even  for  insured  individuals  today,  with  the 
dramatic  cost  containment  efforts  already  being  imposed  by  both  public  and  private 
payers,  many  expensive  and  unprofitable  "standby"  services  (such  as  trauma,  bum  care, 
and  neonatal  intensive  care)  are  also  far  more  likely  to  be  available  in  safety  net 
hospitals. 

•  Finally,  many  safety  net  hospitals  are  simply  located  in  the  geographic  areas 
where  most  of  our  uninsured  Americans  reside  —  areas  which,  even  if  national  health 
coverage  were  fully  implemented,  most  other  health  care  providers  will  continue  to  be 
unwilling  or  unable  to  serve. 

For  these  reasons,  this  final  section  of  my  prepared  testimony  is  intended  to  call  your 
attention  to  a  number  of  shorter  term  needs  that  must  be  met  over  the  next  several  years,  in 
support  of  the  nation's  safety  net  hospitals. 

A  NEW  NATIONAL  CAPITAL  FINANCING  INITIATrVE  IS  NEEDED  TO  REBUILD 
AND  EQUIP  AMERICA'S  INSTITUTIONAL  HEALTH  SAFETY. 

Safety  net  hospitals  also  face  a  substantial  need  for  adequate  capital  to  rebuild  and  equip 
our  nation's  health  infrastructure.  A  new  NAPH  study  estimates  that  there  are  at  least  $15 
billion  in  unmet  capital  needs  among  these  essential  urban  providers.  Yet  these  hospitals  also 
face  significant  barriers  in  obtaining  access  to  capital,  as  well  as  in  their  ability  to  repay  incurred 
debts  entirely  from  patient  care  revenues.  Our  safety  net  health  care  infrastructure  is  every  bit 
as  important  as  those  elements  that  are  more  commonly  considered  in  public  works  bills. 
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(Indeed,  several  of  our  nation's  inner  city  public  hospitals  were  initially  constructed  using  WPA 
labor  and  funds.)  In  order  to  meet  these  needs,  a  new  Federal  capital  financing  initiative  is 
clearly  needed.  Last  year,  NAPH  assisted  with  the  drafting  of  a  major  new  capital  financing 
initiative  that  was  introduced  by  Subcommittee  Chairman  Pete  Stark  in  the  House,  and  by 
Senators  Thomas  Daschle  and  John  Breaux  in  the  Senate.  While  its  cost  to  the  federal 
government  would  be  only  $1  billion  per  year,  this  bill  would  create  federal-state-local  and 
public-private  partnerships  to  finance  up  to  $15  billion  in  capital  improvements /or  safety  net 
hospitals,  through  loan  guarantees,  interest  rate  subsidies  and  grants  to  meet  both  general  and 
specific  safety  net  capital  needs. 

IN  THE  SHORT  TERM,  THE  MEDICARE  DISPROPORTIONATE  SHARE  HOSPITAL 
ADJUSTMENT  MUST  BE  PRESERVED  AND  INCREASED. 

Medicare  is  a  relatively  smaller  proportion  of  the  patient  load  in  safety  net  hospitals  than 
in  the  rest  of  the  industry  (only  18%,  as  compared  to  34%  on  average  for  the  industry  as  a 
whole).  However,  Medicare  is  usually  the  single  most  important  non-indigent  payor  in  many 
safety  net  hospitals,  and  as  such,  constitutes  an  essential  part  of  patient  care  revenues. 

Due  largely  to  the  efforts  of  your  Subcommittee,  great  strides  have  been  made  in 
mandating  Medicare  payment  adjustment  increases  for  "disproportionate  share  hospitals."  This 
program  has  grown  from  paying  just  $2(X)  million  in  its  first  year  to  well  over  $1.5  billion  in 
1992.  In  the  last  three  years.  Congress  has  also  refrained  from  making  any  further  reductions 
in  the  indirect  teaching  adjustment.  This  has  resulted  for  the  first  time  in  actual  real  dollar  gains 
in  Medicare  reimbursement  for  safety  net  hospitals,  although  these  gains  have  not  succeeded  in 
erasing  the  significant  operating  deficits  of  such  hospitals  (such  deficits  currenUy  average  over 
$9  million,  or  6%). 

UNLESS  AND  UNTIL  UNIVERSAL  COVERAGE  BECOMES  A  REALITY,  CONTINUED 
EFFORTS  MUST  BE  MADE  TO  IMPROVE  AND  REFORM  THE  MEDICAID 
PROGRAM. 

While  we  know  Medicaid  is  not  within  the  jursidiction  of  this  Committee,  for  the  sake 
of  completeness  (and  because  it  is  relevant  to  health  reform)  I  want  to  briefly  mention  our 
concerns  in  this  area  as  well.  Recent  improvements  in  the  Medicaid  program  have  expanded 
eligibility  for  pregnant  women  and  children,  permitted  states  to  continue  using  a  variety  of 
mechanisms  for  providing  extra  payments  to  disproportionate  share  hospitals,  and  permitted 
public  and  private  hospitals  to  participate  in  the  financing  of  Medicaid  expansions  through 
voluntary  donations  and  the  transfer  of  funds  by  local  governments  to  states.  In  addition,  states 
like  Florida,  New  York  and  New  Jersey  have  used  provider  taxes,  all-payer  systems,  or 
intergovernmental  transfers  to  redistribute  revenues  and  enhance  Medicaid  payments.  It  is 
imperative  that  states  be  permitted  to  continue  to  make  use  of  these  alternative  sources  of 
revenues,  at  a  time  when  many  are  sulTering  severe  budget  crises.  It  is  also  imperative  that 
local  governments  permit  the  pass-through  of  these  increased  Medicaid  funds  to  the  hospitals  and 
health  facilities  actually  providing  the  Medicaid  and  indigent  care. 

DIRECT  INSTITUTIONAL  OPERATING  SUPPORT  FOR  SAFETY  NET  HOSPITALS 
MUST  ALSO  BECOME  AN  IMMEDIATE  FEDERAL  PRIORITY. 

While  Medicare  clearly  has  a  role  to  play  in  sharing  the  financial  burden  of  safety  net 
hospitals,  it  is  also  true  that  additional  measures  are  needed.  In  particular,  as  the  debate  over 
universal  health  coverage  drags  on,  it  is  imperative  that  the  Congress  enact  some  form  of 
nationwide  institutional  support  for  safety  net  hospitals. 

Ideally,  this  should  take  the  form  of  a  national  uncompensated  care  trust  fund,  with 
dedicated  sources  of  revenue.  Legislation  originally  developed  by  Subcommittee  Chairman  Pete 
Stark,  and  introduced  in  the  last  Congress  as  H.R.  754,  could  serve  as  a  model.  That  legislation 
would  create  a  trust  fund  with  the  proceeds  of  a  small  tax  on  health  insurance  premiums;  such 
a  tax  could  generate  potentially  $600  million  to  $1  billion  for  distribution  to  high  volume 
providers  of  uncompensated  care.    Other  potential  funding  sources  that  have  been  mentioned 
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include  taxes  oa  alcohol,  tobacco  and  fireanns,  as  well  as  a  national  excise  tax  on  hospital 
utilization. 


TARGETED  PUBUC  HEALTH  PROGRAMS 

Other  targeted  public  health  programs  and  resources  that  we  are  proposing  or  supporting 
include  proposals  to:  ,   ■  " ' 

•  improve  the  ability  of  public  hospitals  and  other  safety  net  institutions  to  train  and 
employ  minority  health  professionals  and  inner  city  residents; 

•  improve  the  ability  of  urban  safety  net  providers  to  develop  and  finance  regional 
provider  networks  that  include  a  fiill  range  of  services,  including  ambulatory  and 
preventive  care  in  addition  to  acute  inpatient  care,  and  to  participate  as  effectively  as 
possible  in  managed  care  programs  and  initiatives;  and 

•  fund  new  services  aimed  at  high  risk  populations,  including  drug-dependent 
mothers  and  babies,  patients  and  providers  in  danger  of  contracting  drug-resistant 
tuberculosis,  prisoners,  low-income  children  with  chronic  diseases  such  as  asthma,  and 
victims  of  domestic  violence  and  child  abuse. 

I  would  be  pleased  to  answer  any  questions  you  may  have  at  this  time. 


ATTACHMENT  TO  TESTIMONY  OF  LARRY  GAGE,  PRESIDENT,  NAPH 
NAPH  Principles  for  Health  Reform  (adopted  in  1990) 

•  While  incremental  improvements  are  acceptable,  the  goal  of  any  national  health 
plan  must  be  universal  access  or  coverage  for  all. 

•  However,  it  must  also  be  recognized  that  even  under  the  most  comprehensive 
national  plan,  there  will  always  be  individuals  who  fall  through  the  cracks;  NAPH 
believes  it  is  both  necessary  and  acceptable  to  provide  access  for  such  persons  through 
the  preservation  of  a  strong  and  well-financed  institutional  safety  net. 

•  A  national  health  plan  must  require  consistent,  national  eligibility,  service  and 
provider  payment  standards  for  the  Medicaid  program;  serious  consideration  should  be 
given  to  the  federalization  of  Medicaid  (together  with  its  expansion  to  serve  all  of 
America's  medically  indigent)  or  its  elimination  and  merger  with  Medicare. 

•  A  core  national  minimum  benefit  package  must  be  developed  that  is  not  so  rich 
as  to  be  unaffordable,  yet  covers  essential  preventive,  primary  care  and  hospital  services, 
and  guards  against  the  burden  of  catastrophic  illness. 

•  The  present  system  of  private  insurance  can  continue  under  a  national  health  plan, 
but  insurance  reform  is  an  essential  part  of  any  national  health  package;  the  federal 
government  should  preempt  state  regulation  to  the  extent  necessary  to  set  national 
standards  for  health  insurance  plans,  which  include  mandating  minimum  benefit  packages 
on  all  employers  above  a  reasonable  size,  reinstatement  of  community  rating,  and  curbing 
current  trends  toward  exclusion  of  preexisting  conditions  (or  setting  post-illness  limits  on 
specific  diseases  such  as  AIDS). 

•  Any  national  plan  must  include  a  heavy  emphasis  on  preventive  and  primary  care 
and  must  provide  adequate  support  for  initiatives  to  encourage  changes  in  lifestyles. 

•  And  finally,  states  must  be  permitted  wider  latitude  to  experiment  with  new  plans, 
including  the  ability  to  waive  ERISA  constraints  on  the  regulation  of  self-insured 
businesses. 
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Total  Gross  Revenues  for  NAPH  Member  Hospitals 
By  Payer  Mix  for  1990 


65  Hospitals  Responding 


Selfpay/other 
32% 


Gross  Revenues  =  $14.4  Billion 


Discharges  by  Payer  Source 
for  NAPH  Member  Hospitals,  1 990 


No.  Hospitals  Responding:    65 


Medicaid 
40% 


Private 
15% 


Medicare 
13% 


Selfpay/Other 
33% 


Total  Discharges  =  1,339,967 
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Uninsured  Visits  as  a  Percentage  of  the 
Total  Outpatient  Utilization,  1 990 


Reimbursed  Visits 
7,492,784 
52% 


55  Hospitals  Responding 


Uninsured  Visits 
7,029,700 

48% 


Total  Visits  =  14,522,483 
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Mr,  Levin.  Thank  you  very  much. 
Dr.  Foreman. 

STATEMENT  OF  SPENCER  FOREMAN,  MD^  CHAIRMAN,  ASSO- 
CIATION OF  AMERICAN  MEDICAL  COLLEGES,  AND  PRESI- 
DENT,  MONTEFIORE  MEDICAL  CENTER,  BRONX,  N.Y. 

Dr.  Foreman.  Good  morning,  Mr.  Chairman.  I  am  Dr.  Spencer 
Foreman,  president  of  Montefiore  Medical  Center  in  the  Bronx,  and 
the  chairman  of  the  Association  of  American  Medical  Colleges. 

I  will  focus  my  remarks  this  morning  on  summarizing  my  writ- 
ten testimony,  which  itself  concentrates  on  three  areas  of  the  ad- 
ministration's proposals:  the  reduction  of  indirect  medical  edu- 
cation (IME)  payments,  the  changes  in  direct  graduate  medical 
education  payments  (DGME),  and  the  reductions  in  hospital  out- 
patient payments. 

Underljnng  the  proposal  to  reduce  indirect  medical  education 
payments  is  the  belief  that  the  shortcomings  in  the  PPS  system  for 
which  these  payments  were  originally  designed  are  gradually  being 
addressed  by  refinements  in  other  elements  of  the  Medicare  pro- 
spective payment  system  (PPS),  and,  therefore,  continuing  payment 
at  the  current  level  is  unjustified. 

I  would  submit  that  the  indirect  medical  education  payments 
were  never  designed  as  a  precise  tool.  Unlike  DME,  they  were  not 
based  on  specific  costs.  IME  was  at  the  outset,  and  is  now,  a  surro- 
gate intended  to  compensate  for  the  inadequacies  of  PPS  to  account 
fully  for  such  things  as  severity  of  illness.  More  recently,  it  has 
been  used  by  Congress  to  stabilize  teaching  hospitals  financially  by 
assuring  them  that  their  total  margins  remain  roughly  comparable 
to  those  of  nonteachin^  hospitals. 

While  teaching  hospitals  nave  had  PPS  margins  somewhat  larger 
than  nonteaching  hospitals,  as  we  heard  this  morning,  their  total 
margins  have  been  consistently  substantially  less  than  nonteaching 
hospitals.  Of  great  concern  to  us  is  that  in  1992  our  data  indicate 
that  the  PPS  margins  in  academic  medical  center  hospitals 
dropped  dramatically,  from  slightly  less  than  6  percent  in  1990  to 
less  than  4  percent  in  1992. 

If  IME  were  cut  as  proposed,  the  PPS  margins  would  plunge  for 
these  hospitals,  and  the  total  margins  would  fall  through  the  floor. 
Some  $1.9  billion  is  being  proposed  to  be  removed  from  the  svstem 
through  this  mechanism  by  the  year  1997.  This  would  cost 
Montefiore  Medical  Center  $9  million  a  year. 

I  did  a  quick  calculation  based  on  Dr.  Altman's  testimony.  If  we 
adopted  the  ProPAC  recommendation,  the  aggregate  cuts  for  the 
system  if  we  reduced  IME  to  7  percent  instead  of  5.6  percent  would 
be  on  the  order  of  magnitude  of  a  half  a  billion  dollars,  and  our  in- 
stitution would  suffer  about  $2.5  million  of  that  cut.  There  is  little 
doubt  that  reductions  of  this  magnitude  would  do  us  and  the  sys- 
tem considerable  harm. 

Now,  the  proposal  to  reduce  the  direct  medical  education  pay- 
ments has  a  very  different  rationale.  Its  critics  contend  that  there 
are  large,  unjustified  variations  in  payment  among  teaching  hos- 
pitals, and  that  the  present  payment  system  encourages  the  train- 
ing of  the  wrong  kind  of  doctors.  Unlike  IME,  there  is  a  historical 
cost  basis  for  DGME  payments.  These  costs  include  salaries  and 
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benefits  for  both  residents  and  supervising  physicians,  and  such 
other  kinds  of  costs  such  as  suppHes,  clerical  support,  teaching 
space,  and  certain  allocated  overhead. 

Variations  in  DME  costs  exist  because  each  teaching  hospital  re- 
lies on  multiple  funding  streams  to  support  their  educational  pro- 
grams. These  funding  streams  differ  at  each  institution  and  in- 
clude: faculty  earnings,  a  portion  of  which  are  derived  from  Medi- 
care part  B;  State  appropriations;  funding  from  the  Veterans'  Ad- 
ministration; appropriations  from  municipal  governments;  gifts  and 
gn^ants;  and,  finally.  Medicare  part  A,  or  hospital  payments. 

The  proportion  received  from  each  funding  source  tends  to  vary 
from  institution  to  institution.  Inner-city  hospitals  with  limited  fac- 
ulty practice  income  or  hospitals  with  no  State  subsidies  tend  to 
have  much  greater  reliance  on  part  A  payments.  However  the  fund- 
ing source  is  derived,  the  costs  of  graduate  medical  education  have 
to  he  paid.  It  is  not  as  though  some  institutions  have  found  a  cheap 
way  of  providing  a  quality  education. 

In  institutions  with  low  part  A  costs,  the  education  is  being  sub- 
sidized by  other  income  streams.  Averaging  part  A  payment  will 
have  its  gpreatest  effect  on  those  institutions  for  whom  part  A  has 
been  the  principal  funding  source.  Many  of  these  serve  vulnerable 
inner-city  populations.  Some  are  simply  small  hospitals  with  small 
training  programs.  In  many  areas,  particularly  in  New  York  City, 
the  major  teaching  hospitals  will  be  severely  hurt. 

As  Mr.  Raske  from  the  Greater  New  York  Hospital  Association 
will  point  out  later,  the  State  of  New  York  stands  to  bear  the  bur- 
den of  accepting  $200  million  of  the  $350  million  anticipated  sav- 
ings, and  Montefiore  would  lose  $14  million  per  year. 

With  respect  to  the  argument  regarding  creating  the  wrong  kind 
of  specialists,  the  Association  of  American  Medical  Colleges  agrees 
that  we  are  producing  far  too  few  generalists  and  too  many  special- 
ists, and  it  is  committed  to  reversing  that  trend. 

We  believe,  however,  that  the  principal  barriers  to  the  selection 
of  primary  care  residencies  is  the  perception  by  graduating  medical 
students  that  primary  care  is  an  unattractive  professional  role.  It 
is  not  the  unavailability  or  the  inadequacy  of  training  opportuni- 
ties. There  are  already  many  more  primary  care  residency  positions 
than  applicants,  and  there  is  no  evidence  that  available  positions 
go  unfilled  because  they  are  unattractive  or  of  low  quality. 

Therefore,  increasing  the  payments  to  hospitals  to  encour^e 
them  to  increase  the  number  oppositions  or  improve  their  quality 
we  believe  is  not  likelv  to  work.  Moving  to  the  proposed  weightea 
system  will  simply  reauce  the  total  DOME  outlay  as  primary  care 
positions  remain  unfilled.  That  will  save  Medicare  money,  but  will 
severely  damage  many  teaching  hospitals. 

With  respect  to  outpatient  pavments,  imlike  the  reduction  of 
IME  and  DGME,  there  seems  to  be  no  philosophical  underpinning 
for  proposing  reductions  in  outpatient  payments.  It  is  simply  a 
matter  of  saving  money.  Hospital-based  outpatient  clinics  are  very 
important  sources  of  care.  Their  costs  tend  to  reflect  the  severity 
and  complexity  of  illnesses  among  the  poor  and  the  inefficiencies 
resulting  from  patients  who  appear  at  the  hospital  site  on  an  epi- 
sodic basis  and  thus  receive  discontinuous  care  in  a  teaching  set- 
ting. We  believe  that  prospective  payment  has  been  shown  to  be  a 
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better  approach  to  controlling  outpatient  clinic  costs,  and  we  rec- 
ommend it. 

That  concludes  the  remarks  I  was  prepared  to  make,  but  with 
your  permission  I  would  just  like  to  accept  your  invitation  to  com- 
ment on  something  that  Dr.  Altman  said  in  his  testimony  with  re- 
spect to  cost  shifting. 

Cost  shifting  requires  two  sets  of  facts  to  work.  First,  it  must  be 
permitted  by  Taw.  In  New  York  State,  it  is  not  permitted  by  law. 
Rates  are  under  the  control  of  the  State  government,  and,  there- 
fore, it  is  impossible  to  transfer  costs  that  are  removed  from  Medi- 
care to  any  other  payer. 

The  second  requirement  is  that  there  needs  to  be  someone  to  ac- 
cept the  costs  that  are  shifted.  That  requires  two  things:  that  there 
be  able  payers,  that  is,  a  group  of  payers  whose  resources  give 
them  the  capacity  to  accept  higher  costs;  and  willing  payers,  a 
group  that  will  accept  those  costs  and  simply  pay  them. 

In  very  many  hospitals  around  the  country,  particularly  teaching 
hospitals,  the  number  of  able  payers  is  shrinking  and  in  the  inner- 
city  hospitals  already  do  not  exist,  and  the  number  of  willing  pay- 
ers are  disappearing  as  well,  as  rates  are  negotiated  with  hospitals 
and  health  systems.  Therefore,  I  believe  that  a  transfer  of  Medi- 
care's obligation  to  another  payer  sector  is  not  likely  to  work,  and 
the  cuts  levied  on  the  institutions  are  more  than  likely  to  be  borne 
by  the  institutions  themselves. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  SPENCER  FOREMAN,  M J>., 

PRESIDENT,  MONTEFIORE  MEDICAL  CENTER,  BRONX,  N.Y^ 

AND  CHAIRMAN,  ASSOCIATION  OF  AMERICAN  MEDICAL  COLLEGES 

Mr.  Chainnan  and  memb^s  of  the  subcommittee,  I  am  pleased  to  appear  before  you  to  discuss 
the  administration's  Medicare  budget  proposals  with  respect  to  hospital  payments.  I  am  Spencer 
Foreman,  M.D.,  chairman  of  the  Association  of  American  Medical  Colleges  (AAMC)  and 
president  of  the  Montefiore  Medical  Center  in  Bronx,  New  York.  The  AAMC  represents  all 
of  the  nation's  medical  schools,  92  faculty  societies,  over  350  major  teaching  hospitals  that 
participate  in  the  Medicare  program,  and  over  140,000  men  and  women  in  medical  training  as 
students  and  residents.  In  1992,  nonfederal  members  of  the  AAMC's  Council  of  Teaching 
Hospitals  (COTH)  accounted  for  nearly  2  million  Medicare  inpatient  discharges. 

All  of  the  administration's  health  care  budget  proposals  are  of  concern  to  the  nation's  teaching 
hospitals.  This  morning,  however,  I  would  like  to  address  three  specific  Medicare  proposals  that 
are  of  particular  concern  to  teaching  hospitals.  As  outlined  in  the  President's  budgetdocument, 
A  Vision  of  Change  for  America  (February  17,  1993),  they  are  the: 

■  proposed  gradual  reduction  in  the  indirect  medical  education  (IME)  adjustment 
in  the  inpatient  prospective  payment  system  (PPS),  from  its  current  7.7  percent 
to  5.65  percent  for  each  0. 1  increase  in  the  intern  and  resident-to-bed  ratio  (IRB); 

■  proposed  changes  in  payments  for  direct  graduate  medical  education  (DGME) 
costs  that  would  base  these  payments  on  a  national  per  resident  amount  derived 
solely  from  the  average  of  salaries  paid  to  residents,  and  would  weight  them 
based  on  the  specialty  area  of  the  trainee  and  the  length  of  the  residency;  and 

■  proposed  reductions  in  hospital  outpatient  payments  that  extend  the  OBRA  1990 
provision  of  reducing  the  reasonable  cost  portion  of  the  payment  by  5.8  percent, 
imposing  an  additional  reduction  of  4.2  percent  on  these  services,  and  extending 
the  10  percent  reduction  in  payments  for  outpatient  capital  costs. 

Montefiore  depends  heavily  on  these  payments  for  its  financial  viability.  The  medical  center  is 
the  single  largest  provider  of  inpatient  acute  care  to  the  1 .2  million  residents  of  the  Bronx,  the 
poorest  borough  in  New  York  City.  The  hospital  has  1,256  licensed  inpatient  beds  providing 
care  to  15  percent  of  the  Bronx  residents  and  30  percent  of  the  borough's  tertiary  care  services. 
The  medical  center  also  is  the  major  teaching  hospital  for  the  Albert  Einstein  College  of 
Medicine  and  supports  the  educational  and  research  environments  necessary  to  train  more  than 
650  residents  to  serve  future  generations  and  to  advance  medical  knowledge.  Service  to  a  large 
Medicare  population  and  the  size  of  its  teaching  program  qualifies  Montefiore  for  substantial 
IME  and  DGME  payments.  Any  reduction  in  these  payments  would  severely  harm  Montefiore's 
ability  to  sustain  its  education,  research  and  patient  care  missions. 

While  the  academic  medical  community  understands  the  need  and  the  commitment  by  the 
administration  and  the  Congress  to  reduce  the  Federal  budget  deficit  and  the  growth  in  Medicare 
expenditures,  teaching  hospitals  would  be  particularly  harmed  by  these  proposed  reductions. 
The  Medicare  proposals  reducing  payments  to  providers  would  reduce  Federal  spending  by 
approximately  $28  billion  over  four  years.  While  many  of  these  proposals  would  affect  both 
teaching  and  nonteaching  hospitals,  the  proposed  reductions  in  fME  and  DGME  payments 
account  for  nearly  $3.3  billion,  over  10  percent  of  the  total  planned  cuts.  The  proposed 
Oiitpatient  payment  reductions  would  fiirther  reduce  Medicare  payments  by  an  approximately 
$1.2  billion. 

I  shall  focus  my  testimony  on  the  three  proposed  reductions,  which  if  implemented  would 
seriously  threaten  teaching  hospitals'  fmancial  stability,  access  to  care  for  large  segments  of  the 
population  and  the  quality  of  care  received  by  Medicare  beneficiaries  and  other  patients. 
Teaching  hospitals  are  a  critical  component  in  our  health  care  delivery  system,  and  they  could 
be  easily  damaged  unless  changes  are  crafted  carefully  and  are  based  on  an  extensive 
understanding  of  the  multiple  missions  of  teaching  hospitals. 

Indirect  Medical  Exlucation  Adjustment 

Since  the  inception  of  the  prospective  payment  system.  Congress  has  recognized  that  the 
additional  missions  of  teaching  hospitals  increase  their  costs  and  has  supplemented  their 
Medicare  inpatient  payments  with  the  IME  adjustment  in  the  PPS.  Unfortunately,  the  IME 
adjustment  is  mislabeled  and  frequently  misunderstood.   While  its  label  has  led  many  to  believe 
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this  adjustment  to  the  DRG  payments  compensates  teaching  hospitals  solely  for  graduate  medical 
education,  its  purpose  is  much  broader.  Both  the  House  Ways  and  Means  and  the  Senate 
Finance  Committees  specifically  identified  the  rationale  behind  the  adjustment: 

This  adjustment  is  provided  in  light  of  doubts. . .  about  the  ability  of  the  DRG  caje 
classification  system  to  account  fully  for  factors  such  as  severity  of  illness  of 
patients  requiring  the  speciali2ed  services  and  treatment  programs  provided  by 
teaching  institutions  and  the  additional  costs  associated  with  the  teaching  of 
residents. .  .The  adjustment  for  indirect  medical  education  costs  is  only  a  proxy  to 
account  for'a  number  of  factors  which  may  legitimately  increase  costs  in  teaching 
hospitals  (House  Ways  and  Means  Committee  Report,  No.  98-25,  March  4,  1983 
and  Senate  Finance  Committee  Rqxm,  No.  98-23,  March.  11,  1983). 

Some  policy  makers  have  maintained  that  a  significant  portion  of  the  IME  adjustment  is  intended 
to  help  defray  uncompensated  care  costs.  Further,  they  argue,  in  a  reformed  health  care  system 
where  more  individuals  are  covered  by  health  insurance,  teaching  hospitals'  burden  of 
uncompensated  care  would  be  reduced  and  would  justify  a  significant  reduction  in  IME 
payments. 

The  AAMC  has  noted  repeatedly  the  purpose  of  the  IME  adjustment  is  not  to  provide  financing 
for  uncompensated  care,  but  to  recognize  ^tors  that  increase  costs  in  teaching  hospitals. 
Analysis  by  government  and  private  researchers  consistently  has  shown  an  empirical  basis  for 
a  differential  payment  to  teaching  hospitals  based  on  their  costs.  The  justification  for  a  special 
adjustment  for  these  institutions  traces  back  to  the  Medicare  routine  cost  limits  of  the  late  1970s 
and  the  inception  of  the  PPS  in  1983.  Even  if  the  health  care  system  is  reformed  to  improve 
access,  legitimate  cost  differences  between  teaching  and  nonteaching  hospitals  will  continue  to 
exist.  Teaching  hospitals  continue  to  have  higher  inpatient  operating  costs  because  of  the  types 
of  patients  they  treat,  comprehensive  and  intensive  services  (hey  offer,  and  residents  that  are  in 
training. 

In  recent  years.  Congress  has  indicated  the  level  of  the  IME  adjustment  should  reflect  the 
broader  mission  and  overall  financial  viability  of  teaching  hospitals  to  assure  access  and  quality 
of  care  for  Medicare  beneficiaries  and  other  patients.  Similarly,  the  Prospective  Payment 
Assessment  Commission  (ProPAC)  has  recognized  that  the  financial  success  or  failure  of 
teaching  hospitals  could  affect  access  to  care  and  quality  of  care,  and  has  tried  to  assure  "rough 
justice"  among  hospital  groups.  "Rough  justice"  refers  to  a  policy  objective  of  maintaining  the 
overall  financial  viability  of  teaching  hospitals  as  measured  by  total  margins. 

In  making  its  recommendation  to  decrease  the  level  of  the  IME  adjustment  to  7.0  percent  for  FY 
1994,  the  ProPAC  has  urged  caution  in  implementing  a  precipitous  drop  in  the  IME  adjustment. 
While  teaching  hospitals'  PPS  inpatient  operating  margins  are  on  average  higher  than  those  of 
nonteaching  hospitals,  teaching  hospitals'  total  margins  have  remained  consistentiy  lower  than 
PPS  margins.  ProPAC  analysis  of  data  from  the  eighth-year  of  PPS  (1991),  the  most  recent 
information  publicly  available,  show  average  PPS  margins  for  all  hospitals  have  reached  a  new 
low  of  -3.2  percent  while  hospitals  that  received  both  IME  and  disproportionate  share  (DSH) 
payments  posted  PPS  operating  margins  of  about  5  percent.  However,  their  average  total 
margin  was  3.4  percent  compared  with  an  average  total  margin  for  all  hospitals  4.2  percent. 
Hospitals  that  received  only  DSH  payments  had  the  highest  total  margins  of  any  group  at  S.6 
percent.    (Presented  Orally  at  ProPAC  Public  Meeting,  Dec  11-12,  1992.) 

Teaching  institutions  are  vital  national  and  community  resources,  often  taking  care  of  the  most 
disadvantaged  members  of  society.  Yet  their  overall  financial  viability,  on  average,  tends  to  be 
more  precarious  than  nonteaching  hospitals.  Any  reduction  in  the  IME  adjustment  would  further 
harm  their  financial  position.  In  October  1992  the  AAMC  collected  FY  1992  financial  date  from 
its  members  and  shared  the  results  with  commissioners  of  ProPAC  in  a  letter  dated  December 
10,  1992.  Data  from  51  academic  medical  center  hospitals  showed  PPS  operating  margins 
dropped  dramatically  in  1992,  falling  from  an  average  PPS  margin  of  5.9  percent  in  1990  to  3.8 
percent  in  1992. 

As  proposed,  the  reduction  in  the  IME  adjustment  for  all  teaching  hospitals  would  save  $1.9 
billion  over  four  years,  beginning  in  FY  1996.  In  an  analysis  utilizing  the  administration's 
proposed  payment  level  of  5.65  percent,  AAMC  staff  have  estimated  that  if  the  IME  adjustment 
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were  reduced  to  this  level  the  average  PPS  operating  margin  for  these  SI  academic  medical 
center  hospitals  would  decrease  to  -3.0  percent.    (See  attachment  A.) 

This  table  also  demonstrates  that  teaching  hospitals  depend  heavily  on  the  IME  and  DSH 
payments  to  maintain  their  PPS  margins.  On  average,  PPS  margins  calculated  without  the  IME 
or  DSH  payment  adjustments,  that  is,  including  only  DRG,  outlier,  and  "high  End  Stage  Renal 
Disease  (ESRD)  use"  payments,  are  -52.0  percent.  The  IME  adjustment  makes  a  significant 
contribution  to  decreasing  the  average  negative  PPS  margin  from  -52.0  to  -9.4  percent.  The 
addition  of  the  DSH  payment  to  the  margin  calculation  moves  the  average  PPS  margin  to  3.8 
percent. 

The  j^jproximately  550  hospitals  that  received  only  IME  payments  and  no  DSH  payment  would 
be  particularly  harmed  by  a  reduction  in  the  IME  adjustment.  According  to  the  ProPAC,  these 
institutions  had  average  PPS  margins  of  -2.7  percent  in  PPS-8.  Their  total  margins,  while 
higher  than  the  hospitals  that  received  both  IME  and  DSH  payments,  were  lower  than  the 
hospital  group  that  did  not  recdve  any  IME  or  DSH  payment  and  the  group  that  received  only 
DSH  payments. 

The  IME  payment  is  an  important  equity  factor  in  the  Medicare  PPS,  compensating  teaching 
hospitals  for  the  severity  of  their  patients'  illnesses,  the  scope  of  services  provided,  and  the 
impact  of  educational  programs  on  hospital  operating  costs.  AAMC  data  for  federal  fiscal  year 
1991  show  that  IME  payments  account  for  24  percent  of  total  PPS  payments.  A  reduction  in 
the  IME  adjustment  would  hinder  teaching  hospitals'  future  capability  to  support  adverse 
selection  within  the  DRGs,  high  technology  care,  high  cost  services  for  referred  patients,  and 
unique  community  services  such  as  bum  and  trauma  units.  The  AAMC  urges  the  Congress  to 
consider  carefully  the  impact  of  any  reduction  in  the  IME  adjustment  on  the  financial  stability 
of  the  nation's  teaching  hospitals  and  their  ability  to  assure  access  to  quality  care  for  Medicare 
beneficiaries  and  other  patients. 

Direct  Graduate  Medical  Education  Payments 

Our  present  system  for  graduate  medical  education  and  its  financing  has  much  to  commend  it. 
However,  the  system  needs  to  change.  The  Association  recognizes  the  present  system  has  failed 
to  produce  the  number  of  generalist  physicians  that  society  believes  it  will  need  in  a  reformed 
health  care  system.  To  that  end,  the  AAMC  has  committed  itself  to  identifying  ways  to  reverse 
the  significant  underrepresentation  of  generalist  physicians  among  practitioners  in  the  United 
States.    A  recent  Association  policy  statement  calls  for: 

an  overall  national  goal  that  a  majority  of  graduating  medical  students  be  committed  to 
generalist  careers  (family  medicine,  general  internal  medicine  and  general  pediatrics)  and 
that  appropriate  efforts  be  made  by  all  schools  so  that  this  goal  can  be  reached  within  the 
shortest  possible  time. 

The  policy  document  identifies  and  recommends  strategies  for  the  Association,  schools  of 
medicine,  graduate  medical  education  programs  and  the  practice  environment  to  facilitate 
reaching  the  goal.  Its  foundation  rests  on  the  implementation  of  voluntary,  private  sector 
initiatives.  Among  them  is  creating  and  maintaining  incentive  programs  aimed  at  individual 
medical  students,  resident  trainees,  and  practicing  physicians  as  the  preferred  methods  of 
inducing  career  choices  in  certain  specialties. 

We  may  all  agree  that  the  shortage  of  generalist  physicians  is  unacceptable  to  society.  The 
Association's  policy  statement  on  the  generalist  physician  strongly  endorses  that  private  sector 
organizations  and  governmental  bodies  should  join  together  in  a  partnership  to  eliminate  the 
many  barriers  that  exist  to  meeting  the  need  for  more  generalist  physicians.  First  among  these 
strategies  is  reducing  the  marked  disparity  in  income  expectations  resulting  from  our  current 
system  of  physician  payment.  A  second  strategy  is  the  development  of  appropriate  training 
experiences  in  ambulatory,  community-based  non-hospital  settings.  As  hospitals  encourage 
shorter  stays  by  more  acutely  ill  patients,  training  in  ambulatory  and  long-term  care  settings  is 
needed  to  supplement  the  educational  experience  provided  in  hospitals  to  assure  that  residents 
receive  comprehensive  clinical  training.   The  AAMC  policy  statement  recommends: 

■         The  Medicare  program  and  other  third-party  payers  should  accelerate  the 


73 


transition  to  a  resource-based  fee  schedule  and  should  adopt  other  reforms  in 
physician  payment  designed  to  compensate  generalist  physicians  more  equitably. 

■  Mechanisms  employed  to  finance  the  direct  costs  of  graduate  medical  education 

should  not  create  nor  perpetuate  barriers  to  shifting  the  balance  between  generalist 
and  non-generalist  training. 

Some  changes  in  direct  GME  funding  will  almost  certainly  be  required  to  encourage  residency 
training  in  non-hospital  sites  and  to  provide  the  resources  for  other  initiatives  designed  to  make 
the  generalist  specialties  more  attractive  to  medical  students.  However,  the  AAMC  is  not 
convinced  that  weighting  Medicare  hospital  payments  for  graduate  medical  education  by  specialty 
will  have  a  positive  effect  on  the  decisions  senior  medical  students  make  with  respect  to  specialty 
choice.  Before  proceeding  directly  to  the  debate  on  this  issue,  I  shall  provide  some  background 
on  graduate  medical  education  and  its  current  method  of  financing. 

The  Environment  for  Graduate  Medical  Education 

The  nature  of  graduate  medical  education  is  changing.  Many  factors  in  the  current  environment 
are  contributing  to  changes  in  how  graduate  medical  education  is  conducted  and  how  it  may  be 
financed  in  the  future.  Residency  and  fellowship  education  is  a  system  of  learning  by 
participation  in  the  care  of  individual  patients  and,  therefore,  includes  elements  of  both  education 
and  service.  However,  as  hospitals  increasingly  are  called  on  to  improve  efficiency,  residency 
programs  are  under  constant  pressure  to  emphasize  service  over  their  educational  role. 
Additionally,  while  graduate  medical  education  is  organized  primarily  in  hospitals  and  has  been 
focused  mainly  on  inpatients,  its  involvement  with  ambulatory  patients  is  increasing. 

Residency  programs  require  long-term,  stable  fiinding  commitments  to  provide  an  appropriate 
education  and  to  enhance  the  quality  of  patient  services.  Graduate  medical  education  has  been 
funded  primarily  by  patient  service  revenues  to  hospitals,  with  significant  appropriations 
supporting  some  municipal-  and  state-supported  hospitals  and  all  military  and  Veterans  Affairs 
(VA)  hospitals.  AAMC  data  show  that,  on  average,  hospital  patient  revenues  supfwrted  85 
percent  of  resident  stipends  and  benefits  and  58  percent  of  clinical  fellow  stipends  and  benefits, 
excluding  VA  hospitals  in  1991-92.  (See  Attachment  B.)  If  anything,  these  data  overstate  the 
role  of  the  hospital  in  financing  graduate  medical  education,  particularly  for  subspecialty  clinical 
fellows,  who  are  often  not  funded  by  the  hospital,  and  therefore  may  not  be  included  in  the 
institution's  records. 

Faced  with  pressure  to  restrain  health  care  expenditures,  public  and  private  third-party  payers 
are  adopting  payment  systems  that  limit  or  even  decline  to  provide  payments  for  graduate 
medical  education  costs.  The  costs  associated  with  the  training  of  physicians  may  not  be 
recognized  by  payers  as  they  shift  to  fixed  price  systems  for  defined  "bundles"  or  packages  of 
services,  capitated  pKiyments,  and  negotiated  contracts  for  selected  services. 

The  Medicare  Program's  Role  in  Graduate  Medical  Exiucation  Financing 

To  provide  experientially-based  clinical  training  for  physicians,  dentists,  nurses,  and  allied  health 
professionals,  hospitals  incur  educational  costs  related  to  patient  care.  For  graduate  medical 
education,  these  added  costs  include  resident  stipends  and  benefits,  salaries  and  benefits  for 
faculty  who  supervise  residents  in  the  care  of  patients,  classroom  space,  supplies,  clerical 
support,  and  allocated  overhead.  The  Medicare  program  makes  an  explicit  payment  to  teaching 
hospitals  for  its  share  of  allowable  direct  graduate  medical  education  and  other  health  professions 
education  costs.  This  payment  is  separate  from,  and  should  not  be  confused  with,  the  purpose 
or  methodology  of  the  IME  adjustment  in  the  Medicare  PPS.  Historically,  Medicare  has  shared 
in  the  direct  costs  of  approved  education  activities  on  a  reasonable  cost  basis. 

The  passage  of  the  Consolidated  Omnibus  Budget  Reconciliation  Act  (COBRA)  (P.L.  99-272) 
in  1986  changed  the  method  of  payment  for  direct  graduate  medical  education  costs  and  placed 
limitations  on  Medicare  reimbursement  for  physicians  in  graduate  medical  training  (residents). 
COBRA  replaced  a  cost  pass-through  methodology  with  a  prospective  amount  for  each  resident. 
The  calculation  of  a  hospital-specific  per  resident  amount  is  based  on  the  1984  or  1985  cost 
reporting  year  (called  the  base  year  per  resident  amount)  and  is  updated  annually  by  an  inflation 
factor.    Each  hospital's  per  resident  amount  is  determined  by  dividing  its  allowable  base  year 
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costs  by  the  number  of  full-time  equivalent  (FTE)  interns  and  residents  at  the  hospital  during  that 
base  year.  The  per  resident  amount  is  then  updated  for  inflation  and  multiplied  by  the  number 
of  FTE  interns  and  residents  in  the  hospital  complex  during  the  payment  period.  Residents  are 
weighted  at  1 .0  FTE  for  the  residency  period  required  for  initial  board  certification  plus  one 
year,  not  to  exceed  a  total  of  five  years.  Beyond  the  lesser  of  these  two  limits,  residents  who 
remain  in  approved  programs  are  to  be  weighted  at  O.S  FTE.  Medicare's  share  of  the  aggregate 
payment  amount  is  based  on  the  ratio  of  Medicare  inpatient  days  to  total  ini)atient  days. 

This  change  in  payment  methodology,  which  the  AAMC  did  not  oppose,  terminated  the  previous 
open-ended  commitment  to  financing  graduate  medical  education.  Although  COBRA  limits 
direct  GME  payments,  it  still  acknowledges  the  historical  scope  of  direct  medical  education 
costs,  including  the  salaries  and  fringe  benefits  of  residents  and  supervising  faculty  physicians 
and  institutional  overhead  costs. 

The  Administration's  Proposal  to  Change  Medicare  Payments  for  Direct  GME  Costs 

This  year,  the  administration  has  proposed  changes  in  Medicare  payments  for  GME  costs  that 
are  intended  to  provide  incentives  to  encourage  the  training  of  generalist  physicians  and  to 
eliminate  the  variation  in  the  hospital-specific  per  resident  amount.  Additionally,  this  proposal 
would  reduce  the  Medicare  program's  role  in  GME  funding.  This  recommendation,  which  is 
similar  to  proposals  made  by  the  previous  administration  would  save  $1 .4  billion  over  four  years 
by  basing: 

. . .Medicare  DGME  payments  on  a  national  per  resident  amount  derived  solely  from  the 
average  of  salaries  paid  to  residents.  Direct  medical  education  payments  would  reflect 
differential  weighting  of  the  national  average  resident's  salary,  based  on  the  specialty 
area  a  resident  is  pursuing  and  the  length  of  the  residency.  A  resident  in  a  primary  care 
specialty  would  be  weighted  at  240  percent,  a  non-primary  care  resident  in  the  initial 
residency  period  would  be  weighted  at  140  percent,  and  a  non-primary  care  resident 
beyond  the  initial  residency  period  would  be  weighted  at  100  percent.  The  average 
weight  would  be  175  percent  of  the  national  average  resident's  salary,  down  from  the 
average  weight  of  about  215  percent  under  current  law. 

If  adopted,  this  proposal  would  replace  the  current  Medicare  payment  methodology  for  direct 
GME  costs  with  a  system  based  on  three  national  rates.  Thus,  a  hospital's  total  direct  GME 
payment  would  be  based  not  on  its  costs,  but  on  the  specialty  mix  of  its  trainees.  The 
administration  believes  this  proposal  will  not  only  eliminate  the  variation  in  direct  GME 
payments,  but  also  is  intended  to  offer  incentives  to  produce  more  primary  care  physicians.  The 
proposal  would  accomplish  this  by  paying  relatively  favorable  amounts  for  primary  care 
residencies,  and  substantially  less  favorable  payment  amounts  for  all  other  residencies.  The 
administration's  proposal  does  not  define  primary  care  residency  programs  and  it  does  not 
indicate  the  national  average  resident's  salary. 

To  estimate  the  impact  of  the  administration's  proposal  on  the  AAMC  membership,  we  assume 
that  the  national  average  resident's  salary  is  $31,795.  This  is  the  1992-93  (FY  1993)  average 
salary/stipend  for  the  3rd  post-MD  year  based  on  the  AAMC  Council  of  Teaching  Hospitals' 
(COTH)  Survey  of  Housestaff  Stipends,  Benefits  and  Funding,  1992.  Three  differential 
weighting  percentages  would  then  be  allied  to  this  amount  ($31,795)  depending  on  the 
resident's  specialty: 

■  primary  care  residents  would  be  weighted  at  240  percent  of  the  national  average 
resident  salary 

$31,795  X  240%    =  $76,308 

■  non-primary  care  residents  in  their  initial  residency  period  would  be  weighted  at 
140  percent 

$31,795   X    140%    =    $44,513 

■  non-primary  caie  residents  beyond  the  initial  residency  period  would  be  weighted 
at  ICX)  percent 

$31,795  X    100%    =   $31,795 
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Medicare's  share  of  the  aggregate  payment  amount  is  then  based  on  the  hospital's  ratio  of 
Medicare  inpatient  days  to  total  inpatient  days.  The  effect  of  this  differential  payment  method 
is  that  the  scof)e  of  direct  graduate  medical  education  costs  for  trainees  in  all  specialties  will  not 
be  fully  recognized  particularly  for  non-primary  care  residents  beyond  the  initial  residency 
period. 

This  proposal  would  have  a  negative  effect  on  most  hospitals'  Medicare  payments  for  direct 
graduate  medical  education  costs,  depending  on  the  hospital's  specialty  mix  of  resident  trainees. 
According  to  data  on  the  audited  and  updated  per  resident  payment  amounts  provided  by  the 
Health  Care  Financing  Administration  (HCFA)  and  calculated  by  the  AAMC,  the  median  per 
resident  amount  in  IWl  was  $48,804  (based  on  1,214  providers).  Under  the  administration's 
proposal,  the  Medicare  program  would  pay  significantly  lower  per  resident  ainounts  for  non- 
primary  care  residents  beyond  the  initial  residency  period  ($31,795  in  1993)  and  for  non-primary 
care  residents  in  their  initial  residency  period  ($44,513  in  1993). 

Although  the  AAMC  strongly  supports  more  individuals  entering  generalist  practice,  the 
Association  does  not  believe  this  proposal  would  achieve  its  intended  objective  of  encouraging 
the  training  of  more  generalist  physicians.  The  Association  opposes  proposals  that  intend  to 
stimulate  the  production  of  generalist  physicians  by  weighting  direct  GME  payments  by  specialty 
and  length  of  training.  There  is  no  evidence  that  medical  students'  selection  of  residency 
training  programs  is  related  to  Medicare  payments  to  hospitals  and  there  is  no  evidence  that 
teaching  hospitals  will  change  the  distribution  of  residency  positions  based  on  this  incentive. 

In  its  circulating  draft  chapter  on  training  physicians  for  its  March  3 1  report  to  the  Congress, 
the  Physician  Payment  Review  Commission  (PPRC)  concludes  that  weighting  DGME  payments 
to  hospitals  is  undesirable.  The  commission  believes  there  are  many  existing  slots  for  generalist 
training  (which  are  unfilled),  and  weighting  would  have  little  influence  on  the  decision  making 
of  hospital  management  and  residency  program  directors.  Finally,  the  PPRC  concluded  that 
weighting  may  not  sufficiently  penalize  institutions  oriented  toward  subspecialty  training.  In  that 
regard,  AAMC  data  for  federal  fiscal  year  1991  indicate  that  Medicare  patients  constitute  only 
30  percent  of  patient  days  for  academic  medical  center  hospitals. 

The  administration's  proposal  would,  however,  eliminate  the  variation  in  the  current  per 
resident  payment  amount  across  teaching  hospitals  and  reduce  support  for  physicians  in  training. 
There  are  legitimate  reasons  why  there  have  been  variations  in  institutional  costs  among 
residency  training  programs,  including  the  way  the  law  has  been  interpreted  by  the  Medicare 
fiscal  intermediaries  and  providers,  and  differences  in  historical  accounting  practices. 

The  Congress  should  examine  carefully  the  effect  of  this  proposal  on  hospitals  with  small 
training  programs.  AAMC  analysis  of  the  HCFA  data  for  the  56  teaching  hospitals  with  per 
resident  amounts  in  excess  of  $90,000  reveals  that  these  hospitals  tend  to  have  small  training 
programs.  The  average  training  program  in  these  56  hospitals  had  23  FTE  resident  trainees  with 
a  range  from  2  to  269  residents.  On  average  academic  medical  centers  have  253  residents  in 
training. 

It  is  important  to  understand  the  internal  institutional  dynamics  that  will  result  from  the 
implementation  of  preferential  weighting  proposals.  Those  disciplines  with  an  increased 
weighting  factor  will  argue  that  they  deserve  "more"  of  the  direct  GME  funds  for  their  residency 
programs.  At  the  same  time,  other  disciplines,  as  a  result  of  reductions  in  fee  revenue 
attributable  to  the  implementation  of  the  Medicare  resource-based  relative  value  scale,  will 
increase  pressure  for  more  faculty  salary  support. 

While  supporters  of  preferential  weighting  proposals  indicate  that  a  higher  payment  differential 
will  be  enacted  only  for  primary  care  disciplines,  it  is  likely  many  clinical  specialties  will  argue 
they  also  deserve  a  "special  weighting  factor."  The  AAMC  notes  that  emergency  medicine  was 
added  as  a  primary  care  category  to  the  House  Ways  and  Means  Committee  proposal  two  years 
ago,  and  physical  medicine  and  child  psychiatry  immediately  made  a  case  for  inclusion  because 
these  specialties  are  in  short  supply. 

It  is  important  to  recognize  that  hospitals  have  not  fully  experienced  the  impact  of  the  change 
in  Medicare  DGME  payments  legislated  by  COBRA.  This  legislation  represented  a  major 
change  in  medicare  payment  policy  from  an  open  ended  system  to  a  prospective,  capitated 
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amount.  Implemoiting  regulations  were  not  issued  until  Sqrteniber  1989,  and  audits  are  not 
complete.   Some  hospitals  have  still  yet  to  be  paid  under  this  'new'  system.  ' 

Medical  students'  selection  of  residency  training  programs  is  not  affected  by  Medicare  payments 
to  hospitals.  On  the  contrary,  personal  incentives  such  as  loan  forgiveness,  tax  benefits,  and 
other  inducements  are  more  likely  to  result  in  greater  numbers  of  U.S.  medical  school  graduates 
entering  the  generalist  disciplines.  If  monetary  incentives  are  to  be  provided,  they  should  be 
aimed  at  individuals,  not  hospitals  and  their  sponsored  residency  programs. 

Pressure  firom  both  fedraal  and  private  payers  to  constrain  the  growth  in  health  care 
expenditures,  and  changes  in  medical  care  delivery  have  produced  significant  tensions  for 
residency  ^d  fellowship  training  programs.  At  the  same  time,  the  Association  recognizes  the 
frustration  of  government  policymakers  in  assuring  the  public  has  access  to  generalist  physician 
services.  The  AAMC  supports  strategies  to  develop  additional  generalist  physician  manpower, 
'  but  this  proplosal  to  weight  Med^ctoe  DGM&payments  basefl  on  specialty  and  length  of  training 
will  only  contribute 'to  the  instability  of  GME  fiinding.  Strong  residency  programs  require 
continuity  of  effort  and  stable  support.  If  future  generations  of  Americans  are  to  have 
iqjpropriate  access  to  well-trained  physicians,  we  must  maintain  and  strengthen  our  medical 
education  system,  including  its  residency  training  component. 

Hospital  Outpatient  Department  Payments 

By  enacting  the  Medicare  PPS  in  1983  as  a  way  to  pay  hospitals  for  the  cost  of  inpatient 
services,  the  federal  government  intended  to  slow  the  growth  in  health  care  expenditures  and  to 
give  hospitals  a  financial  incentive  to  provide  services  efficiently.  One  of  the  ways  in  which 
hospitals  responded  to  these  incentives  was  to  shift  the  provision  of  some  traditionally  inpatient 
services  to  the  outpatient  setting.  As  a  result,  utilization  of  outpatient  services  has  increased. 
In  recent  years.  Congress  has  identified  the  need  to  control  growth  in  Medicare  outpatient 
expenditures  and  has  modified  the  traditional  cost-based  reimbursement  of  hospital  outpatient 
services  in  anticipation  of  a  fully  prospective  payment  system  for  all  outpatient  services.  Some 
prospective  pricing  methods  of  ptayment  have  already  been  mandated  for  clinical  laboratory 
services,  many  surgical  services,  and  a  number  of  outpatient  diagnostic  services.  These  different 
methods  of  payment  constitute  an  interim  step  in  the  reform  of  the  Medicare  outpatient  paymoit 
system. 

While  the  details  of  a  completely  prospective  payment  system  for  outpatient  services  are  still 
under  consideration,  the  administration  has  proposed: 

...reductions  in  hospital  outpatient  payments  that  extend  the  provision  in  OBRA  1990  of 
reasonable  costs  minus  5.8  percent,  impose  a  further  reduction  of  4.2  percent  on  those 
services,  and  extend  the  10  percent  reduction  in  payments  for  outpatient  capital  costs. 

The  administration  has  offered  no  rationale  or  empirical  evidence  for  these  proposed  reductions 
other  than  the  need  to  control  growth  in  expenditures  for  Medicare  hospital  outpatient  services. 
The  budget  document  estimates  these  proposals  would  save  $1.2  billion  over  four  years. 

The  burden  of  this  arbitrary  proposed  policy  would  fall  disproportionately  on  teaching  hospitals, 
potentially  affecting  access  to  services  and  quality  of  care  available  to  Medicare  beneficiaries  and 
other  individuals.  Major  teaching  hospitals  are  larger  and  have  more  outpatient  and  emergency 
visits  than  community  hospitals.  In  1991,  nonfederal  members  of  the  AAMC's  Council  of 
Teaching  Hospitals  (COTH)  provided  56  million  non-emergency  outpatient  visits.  Although 
accounting  for  nearly  6  percent  of  the  nation's  hospitals,  COTH  members  had  25  percent  of  all 
non-emergency  outpatient  visits.  Many  teaching  hospitals,  located  primarily  in  urban  areas,  have 
established  large  clinics  and  primary  care  services  to  meet  neighborhood  health  care  needs  and 
to  provide  a  well-rounded  educational  experience  for  medical  students  and  residents. 

Recent  changes  in  third  party  reimbursement,  the  growth  of  managed  care,  increased 
competition,  controlled  health  care  spending  by  state  and  local  governments  has  caused  teaching 
hospitals  to  experience  financial  stress  with  these  financial  implications  ultimately  impacting 
patient  care  and  educational  programs.  The  AAMC  urges  the  Congress  to  consider  carefully 
the  overall  impact  of  any  reductions  in  these  payments  on  the  health  care  delivery  system. 

Mr.  Chairman,  thank  you  for  the  opportunity  to  testify  and  I  am  pleased  to  answer  any  of  the 
subcommittee's  questions. 
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Mr.  Levin.  Thank  you  very  much. 

I  think  we  all  appreciate  the  spirit  which  you  bring  to  these  is- 
sues. We  are  going  to  be  voting  on  a  budget  resolution  either  today 
or  tomorrow. 

Let  me  try  to  be  clear  from  the  three  of  you  about  the  mandated 
amount  of  cut  for  this  fiscal  year.  Let's  start  with  the  Hospital  As- 
sociation. 

Mr.  Pollack,  summarize  again  your  position.  You  basically  agree, 
though  you  want  to  provide  suggestions  on  some  specifics.  Is  that 
a  fair  description  of  your  approach? 

Mr.  Pollack.  We  obviously  have  problems  with  any  further  re- 
ductions. We  know  that  you  are  about  to  be  given  a  budget  resolu- 
tion, I  guess  by  the  end  of  today,  directing  you  to  meet  a  target, 
and  we  want  to  be  realistic  about  that.  While  we  don't  like  having 
to  go  through  that  process  any  more  than  perhaps  you  might,  we 
recognize  you  are  going  to  have  to  meet  that  mark.  And  we  will 
have  to  help  you  reach  the  mark  in  a  fair  and  balanced  way  as  we 
move  through  that  process. 

Mr.  Levin.  And  you  think  you  will  be  coming  up  with  some  ideas 
as  to  how  we  do  it  that  might  differ  from  the  part  A  suggestions 
that  we  have  before  us? 

Mr.  Pollack.  The  chairman  in  his  discussion  earlier  with  Mr. 
Altman  was  suggesting  one  way  in  which  you  could  go.  That  way 
has  an  elegance  to  it  which  is  fairly  interesting.  I  am  not  so  sure 
that  that  is  the  way  we  would  ultimately  want  to  go,  which  is  you 
can  take  it  all  out  of  the  update. 

There  are  others  ways  in  which  you  can  balance  the  package  in 
a  way  to  meet  the  mark.  We  will  work  with  you  to  do  that.  I  don't 
have  the  list  today  that  would  give  you  the  exact  balance  that  we 
think  is  necessary  to  reach  the  number,  but  we  would  want  to  work 
with  you  to  take  care  that  it  is  done  in  a  balanced  way  so  that  we 
cushion  the  blows,  if  you  will,  with  regard  to  those  particular  areas 
where  there  could  be  the  most  hurt. 

Mr.  Levin.  I  don't  mean  to  put  you  on  the  spot  unduly  because 
I  think  the  spirit  that  you  express  is  the  most  vital.  Do  you  share 
some  of  the  concerns  about  balance  that  are  expressed  by  your  col- 
leagues on  this  panel? 

Mr.  Pollack.  Absolutely. 

Mr.  Levin.  You  do. 

Dr.  Foreman,  the  State  regulates  hospital  charges? 

Dr.  Foreman.  Yes,  sir. 

Mr.  Levin.  Tell  me,  how  has  it  worked? 

Dr.  Foreman.  Was  that  objectively  or  subjectively?  [Laughter.] 

Do  you  mean  by  what  means  do  they  do  it,  or  how  effective  has 
the  regulation  been? 

Mr.  Levin.  I  mean  if  you  were  advising  the  Governor,  would  you 
suggest  that  he  repeal  it,  or  ask  its  repeal? 

Dr.  Foreman.  The  New  York  system  has  worked  in  containing 
the  acceleration  of  costs  of  the  hospital  community  in  New  York. 
Charges  for  all  payers  except  Medicare  are  under  the  control  of  the 
State  department  of  health. 

Unfortunately,  in  the  minds  of  many  of  us,  it  has  worked  so  ef- 
fectively that  it  has  compromised  the  fiscal  integrity  of  many  of  the 
institutions  in  the  State  who  have  been  unable  to  deal  with  rising 
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costs  which  race  ahead  of  rising  prices — the  issue  you  discussed 
earlier.  The  State  can  control  our  costs,  but  it  cannot  control  our 
prices. 

This  year,  for  instance,  our  rates  were  permitted  to  rise  on  an 
average  of  2.5  to  3  percent,  and  our  labor  costs  alone  went  up  near- 
ly 7  percent.  So  our  input  costs,  like  pharmaceuticals,  medical  and 
surgical  supplies,  labor,  the  cost  of  power,  and  all  of  the  other 
thin^  continue  to  rise  out  of  proportion  to  the  rate-controlled  per- 
missible prices  in  New  York. 

So,  on  the  one  hand,  I  think  the  good  news  is  that  a  system  of 
regulation  can,  in  fact,  bring  down  the  acceleration  of  prices;  but 
unless  it  is  somehow  or  another  tied  to  the  acceleration  of  costs, 
one  ends  up  ultimately  squeezing  the  providers  beyond  the  point 
where  they  can  no  longer  accommodate  by  efficiencies. 

Mr.  Levin.  Thank  you. 

Mr.  Thomas. 

Mr.  Thomas.  I  want  to  apologize  to  the  panel  for  not  being  here 
for  most  of  the  testimony,  but  I  had  read  it.  And  when  you  agree 
with  it,  it  is  harder  to  come  up  with  questions. 

My  concern,  as  obviously  indicated  by  some  of  your  testimony,  is 
that  we  are  in  the  process  right  now  of  meeting  current  budgetary 
needs  bv  the  old  process  of  ratcheting  down  Medicare.  That  has 
been  a  hoary  practice  that  we  have  followed  simply  because  that 
is  "where  the  bucks  are." 

We  are  going  to  be  given  a  proposal,  supposedly  in  May,  that  we 
are  going  to  be  looking  at  over  some  unknown  period  of  time  as  we 
try  U>  make  adjustments  to  it.  My  fear  is  that  as  we  enter  into  next 
year's  budgetary  cycle,  we  are  going  to  have  the  same  shortfall 
problems.  And  I  appreciate  anything  that  you  can  do  with  us,  and 
I  don't  have  a  specific  question.  But  we  are  going  to  be  here — ^my 
greatest  fear  is  we  are  going  to  be  here  in  somewhat  the  same  situ- 
ation looking  at — not  even  a  freeze,  but  a  ratchet  down,  at  the 
same  time  we  are  supposed  to  be  restructuring  the  rest  of  it.  And 
my  problem  is  that  we  are  on  a  divergent  course.  We  have  been  on 
a  divergent  course,  and  we  are  going  to  continue  on  this  divergent 
course  while  we  say  we  are  solving  the  entire  problem. 

I  guess  the  one  question  I  would  ask  you  was  the  one  that  came 
up  with  the  chairman  in  the  discussion  with  Dr.  Altman;  that  is, 
the  freeze,  which  winds  up  with  about  the  same  dollar  amounts,  or 
the  proposed  cuts  with  adjustments.  You  don't  get  the  third  choice, 
which  is  the  one  that  I  would  support,  but  it  is  not  available.  If  you 
had  the  option  between  the  two,  which  one  do  you  prefer? 

I  will  ask  anyone  to  respond. 

Mr.  Pollack.  Actually,  to  be  honest  with  you,  at  this  point  I 
don't  know  what  the  answer  is  to  that.  We  would  have  to  tnink  it 
through  a  little  bit  more  carefully. 

My  instincts  say  I  would  rather  come  up  with  a  balanced  pack- 
age, rather  than  going  with  a  complete  freeze,  because  I  think  that, 
if  you  go  with  the  complete  freeze  while  there  is  no  redistribution 
and  it  is  very  clear  cut,  you  don't  have  the  opportunity  to  address 
some  of  the  inequities  that  are  in  the  system.  So  I  guess  it  all  de- 
pends upon  how  you  define  fairness  in  that  case,  but  I  can't  give 
you  a  point-blank  answer.  My  instincts  tell  me  that  I  would  rather 
try  to  come  up  with  a  balancing  act. 
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Mr.  Gage.  I  think  from  the  point  of  view  of  urban  public  hos- 
pitals, that  the  broader  the  pain  is  spread,  the  more  quickly  we  are 
going  to  get  to  a  position  where  we  can  translate  these  short-term 
cuts  into  reforms. 

I  think  that  simply  carrying  on  as  we  have  in  the  past  with  year 
after  vear  of  cuts  and  reconciliation  bills  is  not  the  answer,  and  we 
wouldn't  be  as  sanguine  about  supporting  this  level  of  cuts  if  we 
didn't  think  it  couldf  be  translated  into  funding  and  support  for  re- 
forms later  in  the  year. 

Dr.  Foreman.  I  think  that  it  is  safe  to  say  that  representing  both 
teaching  hospitals  who  are  targeted  for  a  very  substantial  piece  of 
these  cuts  and  coming  from  the  New  York  environment  that  you 
would  not  be  surprised  to  hear  me  say  that  the  cuts  ought  to  be 
levied  more  broadly  and  more  fairly  than  they  are  being  proposed. 

Mr.  Levin.  Mr.  Cardin. 

Mr.  Cardin.  Thank  you,  Mr.  Chairman. 

Mr.  Pollack,  I  am  sure  you  are  aware  that  in  Maryland  the  per- 
formance has  been  rather  remarkable  for  hospitals  during  this  past 
year  under  our  all-payer  rate  system;  that  our  costs  grew  less  than 
one-half  the  national  average,  3.7  percent  versus  8  percent,  even 
though  the  cost  of  uninsured  treatment  rose  by  28  percent.  At  the 
same  time  hospital  margins  in  Maryland  showed  a  dramatic  im- 
provement, increasing  85  percent. 

With  those  types  of  results,  I  wonder  whether  your  phone  has 
been  ringing  on  the  hook  from  hospitals  around  the  Nation  trying 
to  figure  out  how  they  can  operate  in  such  a  favorable  environ- 
ment. 

Mr.  Pollack.  Well,  certainly,  the  folks  in  Maryland  have  a  lot 
to  be  proud  of  with  regard  to  the  system  that  they  developed,  but 
translating  that  to  the  national  level  creates  an  awful  lot  of  prob- 
lems, and  there  are  a  lot  of  differences  between  what  goes  on  in 
Maryland  and  how  it  could  work  at  the  national  level. 

of  course,  in  Maryland  you  have  an  independent  commission  di- 
vorced from  the  political  process,  divorced  from  the  imperatives  of 
the  deficit  reduction  process  that  makes  decisions  based  upon 
health  policy.  Secondly  and  most 

Mr.  Cardin.  If  I  could  stop  you  on  that  point,  Maryland  works 
within  the  overall  budget  restrictions.  The  commission  cannot  work 
in  vacuum  of  the  realities  of  the  dollars  that  are  available.  I  am 
sure  the  hospitals  in  Maryland  would  like  to  get  higher  reimburse- 
ments. 

Mr.  Pollack.  The  other  point  that  is  also  very  significant, 
though,  as  I  understand  the  Maryland  system  is  it  is  really  very 
much  a  hospital-specific  type  of  system,  and  I  don't  know  that  that 
kind  of  situation  is  applicable. 

You  actually  have  a  review  process  where  individual  hospitals 
come  in,  and  you  have  rates  set  for  those  specific  institutions. 
While  that  may  be  applicable  in  that  setting,  I  think  it  has  real 
problems  in  terms  of  going  at  it  on  a  national  basis. 

Mr.  Cardin.  Is  that  because  of  the  political  environments  in  the 
other  49  States  are  not  as  favorable  as  that  in  Maryland  where  we 
can  do  objective  rate  setting? 

Mr.  Bentley.  Mr.  Cardin,  if  I  could  comment,  I  would  like  to  try 
to  put  Maryland  in  a  little  perspective  if  I  can  and  recognizing  you 


80 

and'  I  both  live  in  that  State  and  we  have  watched  it  for  a  long 
time. 

I  think  there  are  some  things  that  were  unique  about  the  Mary- 
land situation.  It  genuinely  was  a  hospital-Grovemment  cooperation 
that  put  the  system  in  place.  There  is  a  relatively  small  number 
of  hospitals  compared  to,  say,  the  6,000  hospitals  or,  in  some 
States,  400  or  500  hospitals  that  have  to  be  regulated  if  you  follow 
that  approach. 

It  is  a  relatively  small  area  where  the  members  of  the  commis- 
sion and  the  staff  are  familiar  with  the  geographic  area  and  their 
features,  and  we  are  looking  this  year  at  the  results  of  20  years  on 
the  one  hand  and  the  general  assembly  meeting  yesterday  and 
today  to  talk  about  how  inadequate  what  has  been  saved  in  the 
hospitals  adds  up  to  when  they  look  at  the  whole  health  system. 
So  they  are  now  looking  at 

Mr.  Cardin.  Mr.  Bentley,  let  me  take  back  my  time  because  I 
want  to  ask  Dr.  Foreman  a  question  before  my  time  expires. 

I  appreciate  the  differences  between  Maryland  and  the  rest  of 
the  Nation,  but  the  facts  speak  for  themselves  that  Maryland  has 
been  extremely  successful  in  keeping  costs  down  through  an  all- 
payer  rate  system.  As  the  hospital  community  looks  for  ways  of 
more  fairly  allocating  the  burden,  I  would  think  that  they  would 
want  to  work  in  a  system  where  not  only  are  we  saving  money,  but 
the  hospitals  are  happy  with  our  current  system. 

Dr.  Foreman,  first  of  all,  we  miss  you  in  Maryland.  It  is  nice  to 
see  you  here. 

Dr.  Foreman.  It  is  nice  to  be  here. 

Mr.  Cardin.  We  always  appreciate  your  comments. 

I  want  to  ask  you  one  question  though.  Your  organization  is  ask- 
ing, basically,  for  voluntary  action  in  regard  to  the  fact  that  we  are 
not  training  enough  physicians  in  primary  health  care  as  compared 
to  those  that  go  into  residencies  that  are  more  costly. 

The  results  haven't  been  very  satisfying,  and  I  think  only  two  of 
the  teaching  facilities  have  produced  a  majority  of  medical  students 
who  are  going  into  primary  health  care.  That  is  not  a  very  proud 
record  if  we  really  need  to  get  the  majority  of  our  medical  students 
going  into  primary  health  care. 

What  specific  recommendations  would  you  have  in  order  to  try 
to  get  more  physicians  trained  in  primary  health  care? 

Dr.  Foreman.  The  Association  of  American  Medical  Colleges  has 
just  completed  its  generalist  physician  task  force  study,  and  I  am 
holding  here  a  draft  of  the  final  report,  which  has  not  yet  received 
full  endorsement  of  the  association,  but  I  have  little  doubt  that  it 
will.  And  it  has  pages  of  recommendations,  and  those  recommenda- 
tions are  targeted  at  the  association  itself,  at  medical  colleges,  at 
hospitals,  and  at  Government  to  improve  the  desirability  and 
attractiveness  of  primary  care  practice  and  to  remove  some  of  the 
barriers  that  now  stand  in  the  way.  I  would  be  happy  to  share 
those  recommendations  with  you.  They  are  really  quite  comprehen- 
sive. 

However,  I  would  like  to  call  to  your  attention  to  a  very  interest- 
ing fact.  Physicians  do  respond — ^young  people  do  respond  to  the 
marketplace.  For  10  years,  applications  to  American  medical  col- 
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leges  declined  steeply,  and  reams  of  paper  were  cranked  out  to  ana- 
lyze that  decline. 

When  the  stock  market  crashed  in  1987  and  opportunities  for 
bright  young  people  in  investment  banking  and  the  legal  profes- 
sions and  elsewhere  declined,  applications  to  medical  colleges 
began  to  rise,  and  they  are  now  at  an  all-time  high  again. 

What  this  suggests  is  that  young  people  are  sensitive  to  the 
world  out  there.  Our  world  has  not  valued  primary  care  physicians 
very  much.  I  believe  that  as  we  move  into  more  and  more  managed 
care  and  we  do  the  things  that  our  association  is  proposing,  we  will 
make  those  professions  more  attractive,  and  young  people  will  seek 
them. 

Mr.  Garden.  I  appreciate  the  answer.  It  may  well  be  that  we 
haven't  valued  primary  care  enough  or  we  may  have  valued  spe- 
cialized care  too  much  or  a  combination  of  the  two. 

Dr.  Foreman.  Correct. 

Mr.  Cardin.  Thank  you. 

Mr.  Levin.  Mrs.  Johnson. 

Mrs.  Johnson.  Thank  you. 

Thank  you.  Dr.  Foreman.  That  was  a  very  important  answer  that 
you  just  gave, 

Wnen  I  talk  to  primary  care  physicians  out  there,  there  is  no 
way  that  opening  up  more  residency  slots  is  going  to  attract  more 
residents  to  primary  care,  and  some  of  my  medical  directors  are 
really  worried  about  our  trying  to  incentivize  primary  care  resi- 
dency slots  when  they  can't  fill  the  number  that  they  have.  I  be- 
lieve it  is  true  that  we  are  not  filling  all  of  the  primary  care  resi- 
dency slots  at  this  time,  and  I  would  like  to  just  confirm  that. 

But  I  also  want  to  thank  you  for  your  Robert  Wood  Johnson  Fel- 
low, Dr.  Irwin  Merkatz,  who  was  really  such  a  help  to  us.  Thank 
you  very  much. 

But  is  that  true  that  we  are  not  currently  filling  all  of  the  pri- 
mary care  residencies? 

Dr.  Foreman.  That  is  correct.  They  are  running  now  about  a  20- 
percent  vacancy  rate. 

Mrs.  Johnson.  I  would  like  to  have  a  copy  of  that  report. 

[The  following  letter  was  subsequently  received:] 


>#: 


82 


AMERICWM  V«HINGrOKnCXaEH126 

MEDICM.00UH2S  TELEPHONE  (202)  a2frO400 


Aprils.  1993 

diaries  N.  Kahn 

Miiwrity  Chief  Coonsd 

Committee  on  Wayi  and  Means 

U.S.  House  of  Representatives 

1106  Longwonh  House  Office  Building 

Washington,  D.C.  2051S 


Dear  Chip: 


During  the  House  Ways  and  Means  Subcommittee  on  Health  hearing  on  budget  issues  relating  to  payment 
under  Part  A  of  the  Medicare  program  and  payment  for  hospital  outpatient  and  end-stage  renal  disease 
services,  Mrs.  Johnson  aslied  for  infbrmatioD  relating  to  the  residency  matrhing  rate  for  primary  care 
residency  positions.  This  letter  provides  the  requested  information. 

Although  the  AAMC  strongly  supports  more  individuals  entering  generalist  practice,  die  Association  does 
not  believe  this  proposal  would  achieve  its  intended  objective  of  encouraging  the  training  of  more 
generalist  physicians.  The  Association  opposes  proposals  that  intend  to  stimulate  the  production  of 
generalist  physicians  by  wei^ting  DGME  payments  by  specialty  and  length  of  training.  There  is  no 
evidence  that  medical  students'  selection  of  residency  training  programs  is  related  to  Medicare  payments 
to  hospitals  and  there  is  no  evidence  that  teaching  hospitals  will  change  the  distribution  of  residency 
positions  based  on  diis  incentive. 

In  its  March  1993  Report  to  Congress,  die  Physician  Payment  Review  Commission  (PPRC)  concludes 
that  weighting  DGME  payments  to  hospitals  is  undesirable.  The  commission  believes  diere  are  many 
existing  slots  for  generalist  training  (which  are  unfilled),  and  weighting  would  have  little  influence  on  the 
decision  making  of  hospital  management  and  residency  program  directors.  Finally,  the  PPRC  concluded 
that  weighting  may  not  sufiiciaitly  penalize  institutions  oriented  toward  subspecialty  training.  In  diat 
r^ard: 

•  AAMC  data  for  federal  fiscal  year  1991  indicate  that  Medicare  patients  constitute  only  30 
percent  of  patient  days  for  academic  medical  center  hospitals. 

•  Data  from  die  1993  National  Residency  Matdiing  Program  shows  diat  of  the  first-year 
residency  positioi£.  offered  in  'primary  care*  internal  medicine,  61. S  percent  were  'filled*  by 
graduates  of  U.S.  medical  schools.  If  foreign  graduates  are  included,  then  die  number  of  filled 
positions  increases  to  84.6  percent. 

•  55. 3  percent  of  the  'primary  care'  pediatric  residency  positions  offered  were  filled  by  U.S. 
graduates.  If  foreign  graduates  are  included,  then  the  number  of  filled  positions  increases  to  76.3 
percem. 

•  63.2  percent  of  the  fomily  practice  residency  positions  offered  were  filled  by  U.S.  graduates. 
If  foreign  graduates  are  included,  dien  die  number  of  filled  positions  increases  to  77.3  percent. 

Please  so  not  hesitate  to  conuct  me  at  (202)828-0525  should  you  have  any  questions  about  these 
corrections  and  answers. 


Sincerely  yours. 


Mary  Elizabeth  Bresch  White 

L^islative  Analyst 

Office  of  Governmental  Relations 

cc:         Richard  M.  Knapp,  Ph.D. 
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Mrs.  Johnson.  I  think  one  of  the  things  we  have  to  take  very 
seriously  is  Government's  role  in  driving  primary  care  people  out, 
including  the  very  complex  RBRVS  requirements  to  delineate  five 
different  levels  of  office  visit.  So  there  are  systemic  changes  that 
have  to  be  made  or  nothing  we  do  is  going  to  drive  people  into  pri- 
mary care,  in  my  estimation. 

Dr.  Foreman.  It  seems  to  me  that  the  payment  system  is  de- 
signed to  torture  primary  care  physicians. 

Mrs.  Johnson.  Specifically,  as  opposed  to  others  in  the  system? 

Dr.  Foreman.  Well,  I  think  that  the  primary  care  physicians  see 
a  lot  of  patients  for  short  visits,  all  of  whom  are  covered  from  dif- 
ferent payment  sources,  and  the  paperwork  creates  a  blizzard  in 
the  primary  care  offices.  It  is  just  unmanageable. 

If  you  operate  on  10  patients  a  month  and  see  20  more,  you  are 
issuing  30  bills.  If  you  are  seeing  100  patients  a  week  in  your  of- 
fice, you  are  issuing  400  bills  per  month,  and  it  is  very  difficult. 

Mrs.  Johnson.  I  hope  we  will  make  some  progress  on  that. 

I  want  to  ask  the  panel,  and  this  is  triggered  in  part  by  a  rather 
narrow  statement  in  your  testimony,  Dr.  Foreman,  but  you  say,  on 
average,  PPS  margins,  calculated  without  the  IME  or  DSH  pay- 
ment adjustments  that  is  only  DRG,  outlier,  and  end-stage  renal 
disease  use  payments  are  minus  52  percent. 

Dr.  Foreman.  That  is  correct. 

Mrs.  Johnson.  Now,  I  don't  think  that  we  are  commonly  aware 
that  the  DRG  payments  are  that  much  below  for  your  kind  of  insti- 
tution and  what  your  costs  are.  You  do  then  ^o  on  to  say  that  the 
IME  adjustment  brings  that  minus  52  up  to  minus  9.4  and  that  the 
DHS  payments  bring  it  up  to  a  plus  of  3.8. 

Dr.  Foreman.  Correct. 

Mrs.  Johnson.  But  looking  at  that  one  statement  and  recogniz- 
ing the  limits  on  our  time,  of  all  of  the  various  cuts  recommended 
and  some  of  them  in  update  figures,  other  hospital  payment  up- 
dates, but  then  the  IME  and  the  GME,  which  is  most  lethal? 
Where  do  we  need  to  direct  our  attention,  so  we  don't  have  such 
a  disparate  impact?  Because  while  Mr.  Gage  thinks  that  this  is 
going  to  be  temporary  and  in  a  few  months  we  will  follow  it  with 
reforms  that  will  contain  more  money,  frankly,  there  isn't  anyone 
out  there  who  thinks  that. 

I  just  met  with  Mr.  Magaziner  this  morning,  and  that  is  not  a 
track  that  I  see  their  500  people  able  to  perform  on.  So  I  think  we 
have  to  be  very  serious  about  the  fact  that  what  we  do  this  round 
in  the  budget  is  going  to  clearly  affect  every  institution  in  the  sys- 
tem for  at  least  a  year,  and  maybe  2  years.  So  I  need  your  best 
shot  at  it,  and  you  can  follow  up  with  details  later,  but  where  do 
we  direct  our  attention? 

Dr.  Foreman.  If  I  might,  I  would  like  to  switch  hats  for  a  mo- 
ment because  the  Association  of  American  Medical  Colleges  does 
not  have  a  position  on  where  cuts  should  be  taken.  It  has  a  position 
on  where  they  should  not  be  taken. 

I  am,  however,  a  chairman  officer  of  the  Greater  New  York  Hos- 
pital Association,  and  I  know  Mr.  Raske  is  in  the  room  and  will 
permit  me  to  speak  on  their  behalf  He  follows  me. 

I  think  we  believe  quite  strongly  that  leveling  those  cuts  across 
the  system  through  the  update  factor  would  be  the  fairest  and  most 
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appropriate  way  to  deal  with  any  reductions  that  might  have  to  be 
taken. 

Mrs.  Johnson.  My  time  has  run  out,  but  if  any  of  you  want  to 
get  back  to  me  on  that  subject,  you  are  welcome  to. 

Mr.  Levin.  All  right.  Thank  you. 

By  the  way,  on  behalf  of  the  minority,  I  would  like  to  ask  unani- 
mous consent  to  allow  Mr.  Grandy  to  submit  questions  for  the 
record  of  Mr.  Toby  and  Dr.  Altman. 

Any  objections? 

[No  response.] 

Mr.  Levin.  It  is  so  ordered. 

Thank  you  very  much.  I  think  that  we  would  probably,  if  there 
was  more  time,  like  to  keep  you,  but  we  will  have  much  more  op- 
portunity to  discuss  it. 

We  are  going  to  have  some  votes,  I  think,  in  about  20  minutes, 
so  maybe  we  had  better  move  on. 

[Questions  for  the  record  from  Representative  Andrews  for  Mr. 
Pollack  and  Dr.  Foreman  and  their  responses  follow:] 
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Rick  Pollack  answer  to  Rep.  Mike  Andrews  question  for  the  record 
during  Ways  and  Means  Committee  Health  Subcommittee  hearing  March 
18. 

What  is  the  difference  between  an  AHP  and  a  community  care  network? 


Like  accountable  health  plans,  coinmunity  care  networks  should  be 
the  delivery  system  for  managed  competition,  but  we  see  community 
care  networks  as  having  broader  responsibilities. 

Our  idea  for  community  care  networks  goes  beyond  that  of 
accountable  health  plans,  as  we  have  seen  them  defined  so  far,  in 
that  network  owners  should  be  the  organizers  and  predominant 
providers  of  care. 

Networks  also  must  be  accessible  and  accountable  to  the  communities 
they  serve  and  be  governed  at  the  local  level.  One  prime 
responsiblity  we  would  charge  a  community  care  network  with  is 
improvement  of  community  health  status. 

There  are  many  similarities  between  the  accountzUole  health  plan 
requirements  of  your  bill  last  year  and  what  we  would  like  to  see 
in  community  care  networks. 

For  instance,  a  few  common  responsibilities  include:  providing  for 
all  of  the  services  covered  for  their  enrolled  population; 
measuring  and  reporting  on  satisfaction  of  network  enrollees, 
providers,  and  practitioners;  enrolling  all  applicants  regardless 
of  health  status  or  need  for  health  services,  and  reporting  on 
financial  solvency. 


^ 
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April  S.  1993 

Dave  Kendall 

Legislative  Assistam 

O^fke  of  die  Honorable  Andrews 

U.S.  House  of  Representatives 

303  Camwn  House  Office  Building 

Washington.  D.C.  2QS1S 


Dear  Dave: 


Enclosed  please  find  die  Association  of  American  Medical  Collies'  response  to  Representatives 
Andrews'  question  wfaicfa  is  as  follows: 

There  has  been  a  lot  of  talk  about  the  need  for  more  primary  care  physicians.  Can  yon  give  nt 
three  specific  proposals  for  accomplishing  this  goal? 

Pressure  from  both  federal  and  private  payen  to  constrain  die  growth  in  healdi  care  expenditnres,  and 
changes  in  medical  care  delivery  have  produced  significant  tensions  for  residency  and  fUlowsh^  training 
programs.  The  Association  recognizes  the  present  system  has  not  produced  die  number  of  generalist 
physicians  diat  society  believes  it  will  need  in  a  reformed  health  care  system.  Concurrently,  the  AAMC 
recognizes  the  frustration  of  government  policymaken  in  assuring  the  public  has  access  to  generalist 
physician  services.   A  recent  Association  policy  statement  calls  for 

an  overall  national  goal  ttiat  a  majority  of  graduating  medical  students  be  committed  to  generalist 
careers  (family  medicine,  general  internal  medicine  and  general  pediatrics)  and  that  appropriate 
efforts  be  made  by  all  sdiools  so  that  this  goal  can  be  reached  widiin  the  shortest  possQjIe  time. 

However,  the  AAMC  is  not  convinced  that  weighting  Medicare  hospital  payments  for  graduate  medical 
education  by  ^tedalty  effect  the  decisions  senior  medical  students  make  wiA  tcqtect  to  specialty  choice 
nor  is  diere  evidence  that  teadiing  hoqiitals  win  change  the  distribatkm  of  residency  posttions  based  on 
diis  incentive. 

The  AAMC  supports  strat^es  to: 

•  develop  additional  generalist  physician  manpower  and  agrees  that  some  dianges  in  direct 

graduate  medical  education  (DGME)  funding  will  almost  certainly  be  required  to 
encourage  residency  training  in  non-hospital  sites  such  as  ambulatory,  community-based 
non-hospital  settings.  As  hoqiitals  encourage  shorter  stays  by  more  acutely  ill  patients, 
training  in  ambulatory  and  long-term  care  settings  is  iweded  to  siqiplement  the 
educational  experience  provided  in  ho^itals  to  assure  that  residents  receive 
comprehensive  clinical  training. 


87 


Dave  Kendall 
April  S.  1993 
Page  -2- 


•  reduce  the  marked  disparity  in  income  expectations  resulting  from  our  current  system  of 
physician  paymeat.  The  Medicare  program  and  other  third-party  payen  should  accelerate 
the  transition  to  a  resource-baaed  fee  schedule  and  should  adopt  other  reforms  in 
physician  paymeot  designed  to  compensate  generalist  physicians  more  equitably. 

•  reduce  the  complex  and  high  volume  of  paperwork  that  primary  care  physicians  are 
required  to  complete  because  of  the  great  numbers  of  patients  they  treat  during  short 
office  visits. 

•  allow  the  growth  of  managed  care  in  the  health  care  system  to  increase  the  reliance  on 
and  importance  of  generalist  physicians,  which  will  in  turn  elevate  the  attractiveness  of 
being  a  primary  care  doctor.  Once  the  market  demands  more  general  ists  and  rewards 
them  appiopriuely,  then  more  medical  students  will  draose  those  specialties. 

Please  so  not  hesitate  to  contact  me  at  (202)828-0525  should  you  have  any  questions  about  this  statement. 

Sincerely  yours. 


^^h^^MJ-< 


Bresch  White 
Legislative  Analyst 
Office  of  Governmental  Relations 

cc:        Richard  M.  Knapp,  Ph.D. 
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Mr.  Levin.  Because  of  those  votes,  if  the  next  two  panels  don't 
mind,  I  think  we  had  better  combine  the  two  panels  and  hear  the 
testimony  from  all  five  of  you,  and  then  we  will  ask  questions  be- 
cause again,  otherwise,  we  may  have  25  or  30  minutes  of  votes  as 
soon  as  the  debate  on  the  rule  is  over. 

So  it  would  be  Mr.  Raske  from  the  Greater  New  York  Hospital 
Association;  Mr.  Dauner;  Bruce  Yarwood;  Maureen  Michael,  accom- 
panied by  Gwen  Gampel;  and  also  Dr.  Lundin. 

If  you  don't  mind,  I  think  there  is  a  better  chance  that  you  will 
be  heard  this  way.  We  appreciate  your  indulgence,  but  today  was 
not  a  totally  planned  dav.  That  is  the  understatement  of  the  week. 

We  will  hear  all  five.  Why  don't  we  take  them  in  order.  Let's  see. 
We  have  your  testimony  in  front  of  us.  In  each  case,  we  had  it  be- 
forehand, which  was  very  helpful.  Thank  you. 

You  are  not  in  any  particular  order.  We  will  start  with  you,  Ken, 
and  then  Duane  Dauner,  and  then  we  will  go  on  to  the  other  three. 
Thank  you  very  much. 

Please  proceed. 

STATEMENT  OF  KENNETH  E.  RASKE,  PRESIDENT,  GREATER 
NEW  YORK  HOSPITAL  ASSOCIATION 

Mr.  Raske.  Thank  you,  Mr.  Chairman.  It  is  a  pleasure  and  an 
honor  for  me  to  be  with  you  today  to  discuss  the  concerns  that  we 
have  about  the  economic  plan  and  forging  a  budget  for  fiscal  year 
1994  and  the  implications  that  has  on  the  health  care  system  in 
the  New  York  City  area. 

I  am  here  today  to  discuss  a  number  of  issues.  Our  testimony 
outlines  a  baker's  dozen  of  highly  technical  concerns  that  we  have, 
but  let  me,  instead,  spend  the  few  minutes  that  I  have  with  you 
this  afternoon  to  talk  about  the  foundation  and  philosophy  that  we 
have  going  into  this  budget  discussion. 

To  begin  with,  many  people  look  to  the  New  York  health  care 
system  as  being  some  of  the  best  aspects  of  health  care  delivery  in 
the  country.  On  page  2  of  our  testimony,  we  have  an  outline  of 
some  very  interesting  statistics.  Specifically,  for  example,  the  occu- 
pancy rates  in  New  York  City  hospitals  are  among  the  highest  in 
the  country.  The  number  of  full-time  equivalent  personnel  per  daily 
census  is  among  the  lowest. 

When  we  talk  about  dealing  with  the  epidemics  facing  society, 
the  societal  ills,  the  societal  malaise  that  we  have  dealing  of  the 
drug  problem,  dealing  with  the  AIDS  problem,  and  dealing  with 
theTB  problem,  yes,  tne  New  York  City  health  care  system  is  step- 
ping forward  and  doing  its  best. 

We  have  a  chart  that  shows  you  the  number  of  AIDS  patients 
that  we  are  treating  right  now,  almost  2,500  patients,  and  the 
number  of  TB  patients,  almost  1,000.  This  is,  on  a  day-in  and  day- 
out  basis,  the  challenge  faced  by  the  New  York  City  health  care 
system. 

But,  like  any  system,  it  has  its  problems.  You  pointed  out  earlier 
in  the  remarks,  of  course,  the  fact  that  we  are  in  a  very  stringent 
rate-setting  State.  That  means  there  is  an  inability  to  shift  costs 
to  the  private  sector.  That  is  limited  by  statute  and  regulation. 

So  part  of  the  problem  that  we  find  are  the  cost  pressures  on 
New  York  City  hospitals  ends  up  on  the  bottom  line.  That  is  why 
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on  page  3  of  our  testimony,  you  will  note  the  negative  operating 
margins  in  toto  for  the  voluntary  hospitals,  and  *hen  when  you 
combine  them  with  the  public  institutions,  the  NYC  Health  &  Hos- 
pital Corp.,  specificallv,  it  bleeds  in  red  ink. 

So,  with  that  as  a  backdrop,  ladies  and  gentlemen  I  would  like 
to  comment  very  briefly  on  the  economic  plan  and  the  fiscal  year 
1994  budget  proposals. 

Number  one,  in  terms  of  concern  for  us  is  the  cut  that  is  being 
proposed  in  direct  medical  education.  We  are  ground  zero  on  the 
hit  on  direct  medical  education.  Out  of  the  $350  million  that  is 
being  scored,  from  a  Federal  standpoint,  we  estimate  about  half 
will  be  in  New  York  City  hospitals — about  half. 

That  means  that  these  institutions  who  have  negative  margins 
to  begin  with,  who  have  the  pressures  of  dealing  with  all  the  pa- 
tients that  we  are  dealing  with  today  will  have  to  find  $175  mil- 
lion, and  it  won't  be  from  private-pay  patients.  It  will  come  right 
out  of  patient  care. 

So  I  submit  that  that  kind  of  cut  is  a  significant  cut,  a  disastrous 
cut,  and  we  would  request  the  committee  and  your  colleagues  to 
push  that  cut  back. 

We  imderstand  full  well,  of  course,  that  you  do  have  to  deal  with 
budget  marks  yourselves  and  that  some  goals  must  be  met,  and, 
of  course,  as  mentioned  earlier,  we  would  think  that  the  broadest 
base  pain,  if  there  is  going  to  be  pain  at  all,  is  the  best  way  to  go. 

With  respect  to  issues  which  come  back  from  the  last  administra- 
tion, there  are  a  whole  host  of  problems  that  we  have  with  respect 
to  capital  formation  which,  of  course,  is  the  essence  of  keeping  an 
industry  alive  in  the  future. 

The  capital  regulation,  which  integrated  the  prospective  payment 
system  into  some  sort  of  unified  rate,  is  a  complex  regulation  which 
has  enormous  technical  aspects  to  it.  In  fact,  I  think  a  whole  con- 
sulting industry  has  started  up  just  around  that  regulation  itself 

The  problems  are  significant  when  you  put  them  in  a  severe  reg- 
ulatory context  like  New  York.  Timing  of  certificates  of  need,  when 
buildings  come  up  and  online  and  when,  in  fact,  transition  periods 
occur.  Well,  we  have  a  number  of  technical  requests  that  need  to 
be  satisfied  in  relationship  to  that  regulation  in  order  to  make  it 
work  in  New  York.  Today,  it  does  not  work. 

Finally,  I  want  to  compliment  the  committee  specifically  for  deal- 
ing with  the  tough  issues  of  the  disproportionate  share  adjust- 
ments. It  is  this  committee  who  has  pushed  that  adjustment  for  a 
number  of  years.  I  believe  that  in  the  absence  of  universal  health 
insurance,  it  is  the  only  thing  that  is  saving  the  inner-city  institu- 
tions firom  the  kinds  of  pain  and  anguish  that  they  would  be  receiv- 
ing otherwise.  So  my  compliments  on  good  work  and  continued  vig- 
ilance on  the  issue  of  the  disproportionate  share  adjustment. 

My  final  summation  remark,  Mr.  Chairman,  is  simply  this.  Why 
do  health  reform  twice?  In  point  of  fact,  some  of  the  programmatic 
responses  that  are  in  the  budget  proposal  that  the  administration 
is  submitting  do  deal  with  health  reform  in  a  very  significant  way; 
specifically,  of  course,  the  direct  medical  education  cut. 

Outside  of  a  budgetary  context,  it  means  simply  this,  that  you 
are  reshaping  the  health  care  system  through  the  medical  edu- 
cation component.  We  know  full  well  that  will  be  part  of  the  rec- 
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ommendations  coming  out  of  the  task  force  and,  eventually,  will  be 
brought  before  this  body. 

I  submit  that  the  anguish  and  anxiety  that  health  care  reform 
creates  around  the  Nation  should  be  dealt  with  once  and  these  cuts 
should  be  dealt  with  at  that  time. 

Thank  you  very  much,  Mr.  Chairman. 

[The  prepared  statement  follows:] 
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GREATER  NEW  YORK  HOSPITAL  ASSOCIATION 


555  West  57th  Street  /  New  York.  N.Y.  10019  /  (212)  246-7100  /  Fax  (212)  2«2-«350 


Kcaoetli  E.  Raske;  President 


TESTIMONY 

OF  THE 

GREATER  NEW  YORK  HOSPITAL  ASSOCIATION 

BEFORE  THE 

SUBCOMMITTEE  ON  HEALTH 

COMMTTTEE  ON  WAYS  AND  MEANS 

ON 

BUDGET  ISSUES  RELATING  TO  PAYMENT 

UNDER  PART  A  OF  THE  MEDICARE  PROGRAM 

Thursday,  March  18,  1993 


Good  morning,  Chairman  Stark,  members  of  the  Subcommittee,  ladies  and  gentlemen.  My 
name  is  Kenneth  E.  Raske  and  I  am  President  of  Greater  New  York  Hospital  Association 
(GNYHA),  which  represents  152  voluntary,  non-profit  and  public  hospitals  and  nursing  homes 
in  the  metropolitan  New  York  area.  GNYHA  greatly  appreciates  this  opportunity  to  present  its 
views  on  budget  issues  relating  to  payment  under  Part  A  of  the  Medicare  program. 

Given  that  the  forces  for  health  care  reform  have  never  been  more  powerful  than  they  are  today, 
GNYHA  must  necessarily  view  Medicare  Part  A  budget  issues  as  part  of  a  continuum  of  changes 
leading  to  health  reform.  Furthermore,  how  New  York  City  area  hospitals  fare  under  Medicare 
Part  A  in  the  Federal  fiscal  year  1994  Budget  will  materially  influence  their  fiscal  buoyancy  in 
the  context  of  health  care  reform. 

My  statement  today  will  focus  on  three  particular  components  of  the  Part  A  Medicare  program, 
which  are  profoundly  important  to  hospitals  in  the  New  York  City  area  and,  presumably,  to 
urban  and  inner-city  hospitals  nationwide.  These  include  Medicare  payments  for  graduate 
medical  education  and  capital-related  costs,  as  well  as  support  in  the  disproportionate  share 
adjustment  for  hospitals  that  provide  a  substantial  amount  of  uncompensated  care. 

In  the  context  of  these  priorities,  I  will  present  my  views  with  respect  to  some  of  the  Medicare 
budget  proposals  that  are  currently  under  your  consideration.  Also  in  the  context  of  these 
priorities,  I  will  discuss  a  number  of  outstanding  Medicare  Part  A  issues  that  were  carried  over 
from  the  previous  Administration  and  that  have  been  plaguing  GNYHA  members  for  the  past 
several  years. 

Having  reviewed  the  current  Medicare  budget  proposals  juxtaposed  with  the  other  Medicare 
issues  carried  over  from  the  previous  Administration,  we  are  overwhelmed  by  the 
disproportionate  harm  that  certain  provisions  would  cause  to  New  York  providers.  It  has  been 
estimated  that  various  proposals  under  consideration  could  cost  New  York  City  hospitals  at  least 
$400  million  in  Federal  fiscal  year  1994  alone,  with  such  losses  totaling  more  than  $3.3  billion 
over  a  five  year  period. 

We  believe  that  some  of  the  proposals  would  be  so  damaging  to  New  York  City  area  hospitals 
that  they  should  not  be  implemented  outside  of  the  context  of  a  health  reform  strategy  in  which 
cuts  in  payments  would  presumably  be  offset  by  gains  in  health  insurance  coverage.  Yet,  it 
would  be  counterproductive  to  take  up  the  health  reform  analysis  twice,  once  in  the  context  of 
the  budget  discussion  and  again  in  the  context  of  the  Administration's  formal  health  reform 
proposal,  which  could  maintain,  modify  or  even  reverse  positions  taken  at  this  time. 

We,  therefore,  strongly  urge  you  to  postpone  consideration  of  the  more  "programmatic" 
Medicare  Part  A  proposals  and  to  achieve  any  requisite  Medicare  budget  savings  at  this  time  in 
a  manner  that  fairiy  spreads  the  pain  among  all  hospitals,  rather  than  concentrating  the 
deleterious  effects  among  urban  institutions. 
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Outlined  below  is  an  overview  of  the  unique  environment  in  which  New  York  hospitals  operate 
and  the  needs  derived  from  that  difficult  environment.  The  balance  of  my  statement  is  devoted 
to  the  three  Medicare  Part  A  priorities  that  I  previously  identified. 

NEW  YORK'S  UNIQUE  ENVIRONMENT 

Many  aspects  of  the  hospital  system  in  New  York  are  a  manifestation  of  what  many  believe  to 
be  the  "best'  or  most  sought  after  in  the  health  care  del'very  system:  namely,  a  system  in  which 
the  rise  in  htalth  care  expenditures  and  costs  to  consumers  have  been  controlled  by  stringent  rate 
regulation,  while  the  health  care  community  continues  to  fiilfill  its  mission  of  delivering  quality 
services  to  all  who  are  in  need. 

Indeed,  by  many  measures  of  efficiency  in  the  production  of  health  care  services,  New  York's 
hospitals  score  well.  For  example,  New  York  State  hospitals'  median  number  of  full-time 
equivalent  personnel  per  occupied  bed  is  the  lowest  in  the  nation.  These  same  hospitals  are 
running  near  capacity,  with  occupancy  rates  in  New  York  City  nearing  90%  routinely. 
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New  York  State's  hospitals  also  earn  high  marks  for  their  service  to  the  elderly,  poor  and 
uninsured,  providing  approximately  $1.5  billion  worth  of  uncompensated  care  each  year,  much 
of  which  is  delivered  to  these  most  needy  groups.  The  rush  of  public  health  epidemics  has  also 
found  an  able  response  from  hospitals  in  New  York  City  that  care  for  some  2,444  patients  with 
AIDS  and  922  patients  with  tuberculosis  on  a  daily  basis. 
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Also  on  a  daily  basis.  New  York's  hospitals  are  expected  to  respond  to  personal  or  public 
tragedies.  On  February  26,  1993,  for  example,  the  hospital  community  and  Emergency  Medical 
Services,  operated  by  the  New  York  City  Health  and  Hospitals  Corporation,  working  as  a  team, 
helped  immeasurably  in  caring  for  the  injured  in  the  aftermath  of  the  explosion  at  the  World 
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Trade  Center.  If,  as  they  say,  a  tragedy  brings  out  the  best  in  New  Yorkers,  a  tragedy  also  sets 
a  spotlight  on  the  heroics  of  the  health  care  community-work  that  takes  place  almost  unnoticed 
and  unheralded  every  day.  This  tragedy  underscored  the  value  of  New  York's  health  care 
system  in  human  terms,  and  the  need  to  ensure  its  viability. 

Unfortunately,  the  consequence  of  some  of  these  efficiencies  is  a  hospital  system  that  is,  quite 
simply,  in  a  precarious  financial  condition.  In  1991,  voluntary  hospitals  in  New  York  City 
experienced  bottom-line  losses  of  approximately  $16  million.  When  public  hospitals  are  added, 
those  losses  total  $138  million.  In  fact.  New  York  hospitals  have  sustained  negative  bottom-line 
margins  for  the  past  five  years,  as  presented  in  the  following  tables. 


NYC  TOTAL  MARGINS 
EXCLUDING  MAJOR  PUBUCS 


NYC  TOTAL  MARGINS 
INCLUDING  MAJOR  PUBLICS 


The  combination  of  the  tremendous  demand  for  care  by  extremely  needy  populations  and 
persistent  bottom-line  losses  has  produced  other  indicators  of  the  financial  ill  health  of  New  York 
hospitals.  According  to  William  O.  Cleverley,  Ph.D.,  C.P.A.,  Professor  at  Ohio  State 
University: 

New  York  State  hospitals  have  very  little  short  term  or  long  term  liquidity.  This  simply 
means  most  New  York  State  hospitals  have  cash  reserves  that  are  large  enough  to  meet 
only  current  needs  for  payroll  and  supplies,  with  little  if  any  funds  available  to  meet  long 
term  needs  for  added  working  capital  and  replacement. 

(Financial  Review  of  New  York  State  Hospitals  for  the  Period  1989  to  199n 

It  is  with  this  background  and  experience  that  I  present  the  needs  of  the  New  York  health  care 
community  today  and  portray  to  you  the  importance  of  all  payers,  including  Medicare,  to  our 
future. 

GRADUATE  MEDICAL  EDUCATION 


New  York  State,  which  trains  more  than  15%  of  the  nation's  resident  physicians,  is  home  to 
some  of  the  world's  premier  institutions  of  medical  education  and  biomedical  research.  The 
scope  of  its  educational  and  research  mission  has  helped  it  earn  a  national  and  international 
rq>utation  as  a  center  of  medical  excellence.  In  addition,  in  New  York  City,  the  size  and  scope 
of  medical  residency  programs  has  played  an  important  role  in  the  delivery  of  health  care 
services  to  the  poor  and  medically  underserved  through  the  provision  of  supervised  resident 
physician  care  in  areas  where  there  are  few,  if  any,  private  physicians. 

The  importance  of  medical  education  programs  to  New  York  City's  hospitals,  the  physician 
supply  needs  of  the  nation,  and  the  service  needs  of  the  City's  residents  cannot  be  overstated. 
Yet,  among  the  Medicare  budget  proposals  before  the  Congress  are  reimbursement  changes  that 
would  severely  and  inequitably  curtail  direct  graduate  medical  education  (GME)  and  indirect 
medical  education  (IME)  funding.  It  has  been  estimated  that  each  of  these  proposals  could  cost 
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GNYHA  member  teaching  hospitals  as  much  as  $200  million  on  an  annual  basis  when  fiilly 
implemented. 

In  addition,  we  are  awaiting  the  resolution  of  several  outstanding  audit  and  administrative 
problems  that  were  encountered  by  GNYHA  member  hospitals  in  the  transition  from  a  GME 
pass-through  to  a  prospective  per  resident  leimbuisement  methodology,  but  which  were  not 
settled  by  the  previous  Administration.  The  proposed  GME  and  IME  cuts  combined  with  the 
outstanding  audit  issues  threatoi  New  York  City's  important  teaching  programs,  the  hospitals 
that  sponsor  them  and,  most  importantly,  the  patients  that  they  serve. 

The  following  sections  will  more  fully  develop  GNYHA's  position  with  respect  to  the  proposed 
GME  and  IME  cuts,  as  well  as  the  outstanding  GME  audit  issues. 

Direct  Graduate  Medical  Education  (GME) 

Of  all  the  Part  A  Medicare  proposals,  the  most  harmful  to  GNYHA  member  hospitals  is  the 
curtailment  and  reallocation  of  Medicare  funding  for  GME,  because  it  appears  that  this  proposal 
would  disproportionately  impact  urban  and  inner-city  teaching  hospitals.  While  the  GME 
proposal  is  projected  to  save  the  Medicare  program  $350  million  in  FFY  1994  and  $1.36  billion 
over  four  years,  GNYHA  believes  that  at  least  50%  of  this  cut  could  be  unfairly  sustained  by 
New  York  City  voluntary  teaching  hospitals  alone. 

Under  current  law.  Medicare  GME  payments  include  at  least  five  components:  resident  salaries, 
fringe  benefits,  and  the  personnel  costs  of  supervising  attending  physicians,  as  well  as 
administration  and  overhead  costs.  These  components  are  currently  reimbursed  on  the  basis  of 
a  per  resident  amount,  which  is  calculated  according  to  1984  trended,  hospital-specific  costs. 

We  believe  that  the  proposal  before  you  would  no  longer  reimburse  hospitals  for  all  five  GME 
cost  components,  because  it  would  reimburse  hospitals  with  a  new  per  resident  amount  based 
solely  on  a  national  Average  resident  salary.  In  addition,  the  proposal  would  differentiate  GME 
payments  to  hospitals  in  favor  of  primary  care  residents.  The  interplay  of  these  two  aspects  of 
the  proposal  would  have  the  effect  of  lowering  the  national  average  per  resident  amount  by  about 
18%.  However,  the  brunt  of  this  approach  would  disproportionately  and,  perhaps,  inadvertently 
fall  directly  on  the  backs  of  urban  and  inner  city  teaching  hospitals  that  provide  significant 
amounts  of  indigent  care,  a  result  that  would  be  devastating  to  New  York  City  teaching  facilities. 

-    Regional  Differences  in  Funding  Sources  for  GME  Supervision  Costs 

First,  the  reduction  in  reimbursement  for  supervising  physician  costs  through  the  GME  per 
resident  amount  fails  to  recognize  that  certain  urban  hospitals  are  significantly  more  dependent 
upon  Part  A  GME  funding  for  their  teaching  activities  than  are  many  of  their  national 
counterparts,  due  to  the  demographics  of  their  patient  populations.  While  New  York  City  is 
home  to  some  of  the  nation's  premier  teaching  and  research  institutions,  it  is  also  home  to  a 
population  in  which  more  than  20%  of  the  residents  are  Medicaid  eligible  and,  by  some 
estimates,  a  similar  percentage  is  uninsured.  Further,  almost  30%  of  the  City's  voluntary 
hospital  inpatient  discharges  are  represented  by  Medicaid,  compared  with  a  median  of  about  1 1  % 
for  voluntary  hospitals  nationwide. 

In  order  to  deliver  care  to  indigent  and  uninsured  individuals,  many  of  whom  have  no  personal 
physician,  these  hospitals  depend  heavily  upon  their  residents.  The  practice  and  reality  in  the 
New  York  City  area  is  that  supervising  physicians  do  not  and  cannot  bill  for  the  professional 
services  rendered  to  such  patients.  As  a  result,  hospitals  compensate  the  physicians  for 
supervising  the  residents  who  deliver  much  of  this  care.  According  to  the  Chairman  of  the  New 
York  State  Council  on  Graduate  Medical  Education  (COGME): 

By  drastically  cutting  out  these  [Medicare  Part  A  GME  supervision]  paymenU,  this 
proposal  penalizes  only  those  regions  and  hospitals  which,  because  of  their  large  indigent 
populations,  have  had  to  rely  on  a  different  model  of  care. 
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In  areas  of  the  country  that  do  not  have  such  \aige  numbers  of  indigent  patients,  most  teaching 
takes  place  as  part  of  the  process  of  the  attending  physician's  delivery  of  care  to  his  or  her  own 
private  patients.  In  such  iiutances,  the  physicians  generate  significant  professional  billings  while 
teaching,  and  the  hospitals,  therefore,  pay  the  physicians  much  less  in  the  way  of  a  salary  for 
the  teaching  and  supervision  functions.  The  fact  that  New  York  has  one  of  the  nation's  lowest 
levels  of  Medicare  inpatient  Part  B  billing  for  physician  services  was  evidenced  in  a  recent  study 
by  the  Urban  Institute  in  Washington,  which  was  published  in  The  New  England  Journal  of 
Medicine. 

-    Hospitals'  Limited  Influence  over  Residents'  Specialty  Choice 

Furthermore,  the  aspect  of  the  proposal  that  wpuld  impose  a. payment  weighting  system  on 
residents' according  to  their  specialty  is  one  that  I  believe  addresses  a  very  complex  problem  in 
a  simplified  and  unstudied  way.  Before  addressing  this  concept  in  more  detail,  I  would  like  to 
point  out  that  New  York  State  has  had  a  moderate  weighting  system  in  effect  for  more  than  a 
year.  Yet,  even  major  proponents  of  this  system  have  recommended  that  no  further  weighting 
be  imposed  until  it  is  seen  whether  this  practice  has  any  demonstrable  impact  on  ameliorating 
the  shortage  of  primary  care  physicians  or  whether  it  is  merely  a  technical  reimbursement 
exercise  that  shiAs  money  among  providers. 

The  training  of  primary  care  physicians  has  a  starting  point  in  the  medical  schools  and  a  finish 
line  in  the  practice  environment.  Hospital  residency  programs,  which  come  in  the  middle,  have 
little  or  no  control  over  the  activities  at  either  end.  Studies  by  the  Council  of  Teaching  Hospitals 
(COTH),  for  example,  have  shown  that  medical  students  make  their  residency  choices  by  the 
third  year  of  medical  school,  i.e.,  well  before  they  step  foot  into  their  chosen  hospital  residency 
track.  In  addition,  relatively  low  physician  fee  reimbursement  coupled  with  a  high  level  of  debt 
incurred  in  medical  school  make  the  choice  and  ultimate  practice  of  primary  care  a  fmancially 
daunting  one. 

These  two  factors  may  explain  why  New  York's  hospitals  in  1992  were  able  to  fill  only  65% 
of  available  residency  positions  in  Family  Practice  and  only  67%  of  available  slots  in  Pediatrics. 
Yet,  difficulty  filling  existing  primary  care  positions  is  not  solely  a  New  York  phenomenon;  it 
is  a  national  problem. 

Unless  and  until  substantive  and  measured  efforts  are  made  to  address  the  shortage  of  primary 
care  physicians  at  the  start  and  finish  lines  of  physician  specialty  choice,  hospitals'  inability  to 
fill  existing  primary  care  positions  will  not  have  been  addressed  in  a  meaningful  way,  and 
residency  weighting  programs  will  result  in  inappropriate  and  unfair  financial  penalties.  Again, 
according  to  the  Chairman  of  COGME: 

These  massive  reductions  to  GME  programs  in  New  York  State  will,  in  fact,  destroy  the 
opportunity  for  rational  primary  care-oriented  reform  of  GME  programs. 

Fmally,  even  in  conjunction  with  efforts  at  the  medical  school  and  practice  environment  levels, 
weighting  should  not  be  undertaken  until  there  has  been  a  thorough  evaluation  and  determination 
that  it  will  contribute  to  achieving  the  goals  sought  and  until  a  more  scientific  way  of  setting  the 
weights  has  been  identified. 

Indirect  Medical  Education  flME) 

Another  Medicare  Part  A  proposal  before  you  would  phase  in  a  reduction  of  IME  payments  to 
teaching  hospitals  beginning  in  FFY  1996.  It  is  estimated  that,  again.  New  York  City's  hospitals 
would  suffer  dramatic  losses  as  a  result  of  these  cuts. 

The  IME  adjustment  to  the  PPS  rates  represents  an  important,  although  imperfect  method  of 
compensating  teaching  hospitals  for  the  additional  patient  care  costs  associated  with  conducting 
programs  in  graduate  medical  education.  These  extra  patient  care  costs  result  from  increased 
diagnostic  testing,  higher  volumes  of  procedures,  greater  staffing  ratios  and  the  need  for 
increased  medical  documentation  and  recordkeq)ing.   The  IME  adjustment  is  an  estimation  of 
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these  additional  costs  because  it  has  been  very  difficult  to  precisely  identify  them.  The  fact  that 
an  IME  adjustment  is  provided  at  all  reflects  the  fact  that  there  is  no  other  component  of  the 
Medicare  inpatient  DRG  reimbursement  system  that  accounts  for  these  significant  and  legitimate 
costs. 

Because  IME  payments  are  based  on  an  estimated  measure,  they  are  a  potential  target  of  rate 
reduction  efforts.  However,  studies  to  date  to  improve  the  identification  of  'true*  IME  costs 
have  been  very  limited  and  subject  to  criticism  from  a  technical  perspective.  While  the 
Prospective  Payment  Assessment  Commission  (ProPAC)  has  cited  findings  that  the  appropriate 
IME  adjustment  may  be  lower  than  the  current  adjustment,  a  January  1989  Government 
Accounting  Office  (GAO)  lepoTt  on  Medicare  IME  payments  noted  that  there  are  certain 
measures  of  hospital  inputs  and  outputs  that  contribute  to  the  explanation  of  differences  in 
hospital  costs,  but  which  have  not  bmi  included  in  the  study  of  IME  costs. 

Some  of  these  other  measures  include  additional  measures  of  severity  of  illness,  regional 
variations  in  medical  practice  patterns,  and  other  characteristics  of  a  hospital's  market  area.  The 
GAO  report  noted  that  to  the  extent  that  these  factors  can  be  measured  accurately,  their  inclusion 
might  affect  the  estimation  of  IME  costs.  IME  is  a  significant  component  of  the  PPS  rate 
structure  to  teaching  hospitals.  Until  we  can  more  precisely  understand  the  indirect  impact  of 
teaching  programs  on  operating  costs,  the  Medicare  program  should  not  make  any  changes  in 
the  IME  payment  methodology. 

Shortcomings  of  other  aspects  of  PPS  combined  with  recent  payment  limitations  for  GME  and 
capital  costs  also  support  the  continuation  of  IME  payments  at  their  present  level.  For  example, 
teaching  hospitals  typically  have  higher  case-mix  indices  than  other  hospitals.  However,  there 
is  broad-based  concern  that  the  DRG  weights  do  not  accurately  reflect  the  high  case-mix  levels 
at  teaching  hospitals.  Furthermore,  the  recent  changes  in  payment  methodologies  for  GME  and 
capital  costs  have  placed  additional  limitations  on  payments  to  teaching  hospitals  and,  hence,  on 
their  ability  to  cover  reasonable  operating  costs  and  offer  significant  programs  in  graduate 
medical  education.  With  other  components  of  the  inpatient  rate  system  severely  constrained,  a 
very  strong  argument  is  made  for  the  continuation  of  IME  payments  at  the  present  level. 

Unresolved  GME  Audit  and  Administrative  Issues 

GNYHA  member  hospitals  have  a  host  of  unresolved  issues  that  arise  firom  the  implementation 
of  a  change  in  the  existing  GME  reimbursement  methodology,  enacted  by  the  Consolidated 
Omnibus  Budget  Reconciliation  Act  (COBRA)  of  198S.  This  legislation  converted  payment  for 
GME  costs  firom  a  pass-through  methodology  to  a  prospectively  determined,  hospital-specific 
per  resident  amount,  based  upon  1984  cost  data.  Although  the  change  was  legislated  in  1986, 
to  be  effective  immediately,  it  was  not  until  late  1989  that  the  U.S.  Health  Care  Financing 
Administration  (HCFA)  promulgated  final  implementing  regulations,  and  it  was  not  until  1990 
that  the  ensuing  audits  of  1984  costs  began. 

The  bottom  line  problem  for  GNYHA  member  hospitals  is  that  the  audits  have  resulted  in  the 
inappropriate  disallowance  of  large  amounts  of  legitimate  1984  base  year  GME  costs,  which  will 
be  forever  lost  in  the  historically-based  per  resident  amounts.  The  disallowances  have  been 
generated  and  compounded  by:  (1)  HCFA's  delay  in  implementation;  (2)  the  unprecedented 
reaudit  of  previously  audited  data;  and  (3)  confusion  regarding  the  nature  of  GME  and  the  1984 
documentation  available. 

In  December,  1991,  HCFA  designed  a  resolution  process,  which  GNYHA  hop)ed  would  achieve 
the  avoidance  of  inappropriate  and  possibly  crippling  GME  underpayments.  In  mid-1992,  in 
response  to  HCFA's  request  for  information,  GNYHA  submitted  a  detailed  report  on  the  nature 
and  value  of  the  audit  adjustments  at  issue  and  the  relief  requested.  HCFA  has  yet  to  notify 
GNYHA  of  its  determinations  on  these  issues. 

Specifically,  GNYHA  has  requested: 

•  That  HCFA  rely  upon  the  more  precise,  audited  1990  data  as  a  proxy  for  1984  data  to 
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expl<un  all  legitimate  GME  activities  performed  in  the  1984  base  year,  because  the  actual 
1984  documentation  instructions  and  forms  supplied  by  the  Medicare  fiscal  intermediary 
yielded  inadequate  information.  HCFA  had  permitted  this  relief  on  a  national  level,  but  has 
since  arbitrarily  limited  the  use  of  these  data; 

•  That  HCFA  permit  the  reclassification  of  costs  firom  operating  cost  areas  to  GME,  again 
based  upon  audited  1990  data,  as  specifically  permitted  by  HCFA's  own  regulations  that 
allow  such  reclassifications;  and 

•  That  HCFA  develop  a  process  involving  representatives  of  HCFA,  the  fiscal  intermediary  and 
the  affected  hospitals  to  resolve  various  documentation  and  classification  problems  and 
inequities  that  have  arisen  during  the  audits. 

Without  this  relief,  New  York  City  teaching  hospitals  stand  to  face  arbitrary  and  devastating 
takebacks  of  GME  payments,  and  have  already  experienced  significant  underpayments  for  GME 
during  recent  years.  We  hope  that  there  will  be  a  timely  and  equitable  administrative  resolution 
of  the  outstanding  issues  pertaining  to  the  determination  of  GME  payments. 

CAFTTAL  FORMATION 

Ensuring  adequate  capital  formation  is  one  of  the  most  important  issues  to  New  York  hospitals, 
as  for  hospitals  elsewhere  in  the  nation.  It  is  also  among  the  greatest  concerns  of  New  York 
hospitals  due  to  their  overall  weak  financial  condition,  poor  liquidity  and  high  debt  loads. 
Adequate  reimbursement  for  capital-related  expenses,  by  all  hospital  payers,  is,  of  course,  a  key 
factor  in  capital  formation. 

Among  the  Medicare  Part  A  budget  proposals  before  you  is  a  continuation  of  the  current  practice 
of  reconciling  total  Medicare  capital  payments  to  90%  of  total  Medicare  capital  costs.  Our  view 
is  that  this  proposal  should  not  be  implemented  because  it  would  exacerbate  the  debilitating 
effect  on  New  York  hospitals  of  the  current  flaws  in  the  capital  PPS,  which  will  become  more 
evident  as  the  capital  PPS  transitions  to  full  implementation. 

During  the  past  eighteen  months,  GNYHA  has  made  specific  recommendations  to  HCFA  that 
would  correct  the  deficiencies  in  the  capital  PPS  and,  thus,  provide  a  more  equitable  and 
appropriate  level  of  Medicare  capital  reimbursement  for  certain  New  York  hospitals.  However, 
implementation  of  our  recommendations  has  not  moved  forward. 

-    Changes  Needed  to  the  CapiUI  PPS  Obligated  Capital  Special  Rule  for  Hospitals  In 
CON  States 

The  changes  that  GNYHA  has  recommended  to  the  Medicare  capital  PPS  in  order  to  facilitate 
adequate  capital  formation  for  New  York  hospitals  fall  into  two  categories.  The  first  set  pertains 
to  the  unique  problems  that  New  York  area  hospitals  face  in  negotiating  their  way  through  the 
arduous  New  York  State  Certificate  of  Need  (CON)  process  and  the  New  York  City  land  use 
approval  process.  While  the  obligated  capital  provision  special  rule  for  hospitals  in  CON  states 
was  established  expressly  to  accommodate  these  problems,  the  requirements  of  the  special  rule 
are  currently  too  restrictive  to  afford  adequate  relief.  In  order  for  this  provision  to  cover 
several,  clearly  obligated.  New  York  major  modernization  projects  for  which  millions  of  dollars 
have  already  been  invested,  the  following  changes  must  be  made: 

•  Extend  the  deadline  by  up  to  nine  months  for  both  filing  a  CON  preapplication  and  for  not 
having  received  either  approval  or  disapproval  on  the  condition  that  the  fiscal  intermediary 
can  verify  either:  (1)  that  the  hospital  submitted  to  the  State  Health  Department  a  master  plan 
or  capital  needs  inventory  containing  a  description  of  the  project  to  follow  by  December  31, 
1986;  or  (2)  that  the  hospital  expended  in  excess  of  $1.5  million  by  September  30,  1990. 

•  Provide  that  if  the  initial  phase  of  a  major  modernization  project  met  the  deadline  for  CON 
preapplication,  then  the  fiscal  intermediary  may  deem  that  a  later  phase  of  the  project  has  also 
met  the  preapplication  deadline  if  the  fiscal  intermediary  can  verify  that  the  capital-related 
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costs  in  the  later  phase  were  related  to  and  were  an  integral  part  of  the  hospital's  original 
project  plan  when  the  first  CON  application  was  submitted. 

•  Extend  the  deadline  for  completion  of  obligated  capital  projects  by  up  to  36  months  beyond 
September  30,  1996,  as  required  by  the  individual  modernization  program. 

-  Extension  of  Transition  Period  Needed  for  Obligated  Capital  Projects 

Furthermore,  the  transition  period  for  obligated  capital  payments  must  be  extended  at  this  time. 
Unless  hospitals  are  able  to  assure  the  investment  community  that  they  will  be  able  to  meet  their 
debt  service  and  other  capital-related  obligations  in  the  future,  based  upon  adequate  Medicare 
reimbursement,  a  cascading  effect  will  occur  in  which  hospitals  will  not  be  able  to  secure 
financing,  they  wiU  consequently  be  unable  to  enter  construction  contracts,  and  their  projects 
will,  therefore,  not  be  able  to  move  forward.  During  hearings  on  the  capital  PPS,  HCFA 
officials  told  the  Congress  that  the  agency  would  address  the  need  for  an  extended  transition 
period  toward  the  end  of  the  current  10-year  transition  period.  For  the  foregoing  reasons,  it  is 
vital  to  implement  extensions  now,  such  that  the  following  change  is  recommended: 

•  Provide  a  10-year  transition  period  for  each  major  phase  of  an  obligated  capital  project. 

-  Payment  Floor  Extension  Needed  for  Disproportionate  Share  Hospitals  with  New 
Capital 

The  second  category  of  recommended  changes  addresses  the  problems  of  so-called  "new  capital" 
hospitals  in  the  New  York  area  whose  major  modernization  projects  had  been  planned  to 
commence  during  the  1990s.  The  theoretical  underpinning  of  the  capital  PPS  is  that  hospitals 
will  fund  capital-related  obligations  in  higher-than-average  cost  years  through  earnings  retained 
during  lower-than-average  cost  years.  However,  hospitals  whose  capital  cycles  require 
rebuilding  in  the  1990s  will  not  have  had  sufficient  time  to  accrue  retained  earnings  to  meet  their 
financial  obligations,  assuming  that  their  financial  condition  supported  such  accruals. 

These  projects  cannot  be  p)OStponed,  however,  due  to  the  urgent  nature  of  the  renovations.  Nor 
can  they  be  funded  through  alternative  financing  sources,  since  such  sources  are  generally  not 
available  to  financially  stressed  hospitals  serving  a  disproportionate  number  of  elderly,  f)oor  and 
uninsured  patients.  While  the  80%  payment  floor  for  high  disproportionate  share  hospitals  was 
established  to  ameliorate  this  problem,  it  is  not  guaranteed  throughout  the  transition  jjeriod  and 
ceases  altogether  after  the  year  2001.  Therefore,  the  following  recommendation  should  be 
promulgated: 

•  Maintain  the  transition  period  cumulative  payment  floor  for  high  disproportionate  share 
hospitals  at  80%  of  actual  Medicare  inpatient  capital-related  costs  and  extend  the  80% 
cumulative  payment  floor  for  high  disproportionate  share  hospitals  for  ten  years  beyond  the 
transition  period. 

COVERAGE  FOR  UNCOMPENSATED  CARE 

Until  some  form  of  universal  insurance  coverage  is  fully  implemented,  facilities  that  treat  a  large 
number  of  uninsured  and  indigent  patients  must  have  some  vehicle  for  covering  the  costs  of  their 
uncompensated  care,  which  like  for  any  other  industry  is  a  cost  of  doing  business.  Absent  any 
other  vehicle,  it  is  essential  that  Medicare  Part  A  continue  to  fully  fund  the  disproportionate 
share  (DSH)  program,  which  provides  crucial  support  to  hospitals  serving  the  medically  indigent. 
Furthermore,  as  insurance  coverage  is  expanded  under  health  reform,  it  will  be  imperative  not 
to  curtail  DSH  funding  prematurely,  but  to  ensure  its  adequate  support  for  essential,  safety  net 
providers  that  may  need  assistance  in  order  to  remain  viable  during  the  transition  to  universal 
coverage. 

In  addition,  given  the  fragile  financial  condition  of  New  York  hospitals  combined  with  the  high 
level  of  uncompensated  care  that  they  render-which  is  often  associated  with  individuals  afflicted 
by  the  City's  public  health  epidemics-it  is  crucial  that  we  avoid  arbitrary  or  precipitous 
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redistributions  of  Medicare  Part  A  funding.  Several  redistributive  proposals  are  under 
consideration  or  have  already  been  implemented  without  a  sufficient  phase-in  period  to  allow 
hospitals  to  adjust  to  the  loss  of  funding.  These  proposals  pertain  to  outlier  funding  and  the 
Medicare  area  wage  index. 

Funding  for  Day  Outliers 

In  FFY  1993,  HCFA  promulgated  two  changes  in  the  day  outlier  payment  formula,  which  were 
based  upon  recommendations  by  the  RAND  Corporation  and  which  cost  New  York  City 
hospitals  about  $70  million.  These  changes  were  unfairly  implemented  without  a  phase-in 
period,  despite  the  fact  that  GNYHA  had  apprised  HCFA  of  the  projected  losses  and  had 
requested  a  phase  in  to  the  new  formula,  at  least  pending  an  indq)endent  validation  of  the  RAND 
findings. 

HCFA  has  rqwrted  that  it  is  considering  a  third  change  to  the  day  outlier  payment  formula, 
which  would  cause  further  losses  to  New  York  City  providers.  The  agency  is  also  reviewing 
a  recommendation  by  ProPAC  to  totally  eliminate  day  outlier  payments.  We  urge  that  any 
further  changes  to  day  outlier  funding  be  gradually  phased  in,  given  the  burden  such  changes 
would  place  upon  New  York  City  Medicare  providers. 

Calcutetion  of  the  Wage  Index  Based  Upon  an  Expanded  New  York  Citv  MSA 

Among  the  most  devastating  potential  Medicare  funding  cuts  to  New  York  City  area  hospitals 
was  one  that  was  not  even  a  deliberate  Medicare  proposal.  It  would  be  an  unintentional  result 
of  the  Office  of  Management  and  Budget's  (0MB)  proposed  expansion  of  the  New  York  City 
Metropolitan  Statistical  Area  (MSA),  which  also  has  no  programmatic  basis.  HCFA  traditionally 
uses  the  MS  As  as  labor  market  proxies  in  calculating  geographic  wage  adjustments  to  the 
Medicare  payment  rates.  If  0MB  proceeds  with  combining  nine  formerly  separate  MSAs  into 
a  single,  mega-MSA  and  HCFA  uses  this  expanded  definition  to  calculate  the  FFY  1994  area 
wage  index,  then  the  result  will  be  the  dilution  of  the  New  York  City  area  wage  index,  which 
could  cost  New  York  City  hospitals  an  estimated  $121  million  in  urgently  needed  Medicare 
revenue. 

The  expansion  of  the  New  York  City  MSA  would  be  highly  inappropriate  in  and  of  itself, 
because  the  consensus  among  all  the  affected  regions  is  that,  for  statistical  purposes,  the  areas 
should  remain  separate.  Since  publication  of  the  expanded  New  York  City  MSA  in  December 
1992,  OMB  has  received  sufficient  protest  to  reopen  the  process.  The  final  definition  of  the 
New  Yodc  City  MSA  will  be  published  in  June. 

Irrespective  of  the  MSA's  definition,  however,  HCFA's  use  of  an  expanded  New  York  City 
labor  market  would  be  highly  ina]}propriate  at  a  time  when  the  industry  is  studying  smaller  labor 
market  proxies  due  to  a  consensus  that  the  MSAs  are  poor  proxies.  In  January,  ProPAC 
proposed  a  methodology  of  calculating  hospital  labor  markets  that  would  be  based  upon  each 
hospital's  ten  nearest  neighbors. 

Unfortunately,  HCFA  officials  have  told  GNYHA  that  the  agency  intends  to  use  the  revised 
MSAs  in  calculating  the  FFY  1994  Medicare  area  wage  adjustments  due  to  insufficient  time  to 
propose  an  alternative  for  this  year.  GNYHA  has  recommended  that  pending  conversion  to  an 
alternative  methodology,  HCFA  should  use  the  current,  smaller  definition  of  the  New  York  City 
MSA,  since  HCFA  has  a  responsibility  to  ensure  an  equitable  payment  policy  for  Medicare 
providers.   We  hope  that  HCFA  will  affirmatively  respond  to  this  request. 

CONCLUSION 

On  behalf  of  our  members,  GNYHA  thanks  you  for  the  opportunity  to  testify  and  to  share  the 
realities  of  delivering  health  care  services  in  the  urban  environment  of  New  York.  As  always, 
GNYHA  and  its  members  are  available  to  this  Subcommittee  and  to  the  Congress  to  provide 
additional  information,  as  requested. 
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Mr.  Levin.  Mr.  Dauner. 

STATEMENT  OF  C.  DUANE  DAUNER,  PRESffiENT,  CALIFORNIA 
ASSOCIATION  OF  HOSPITALS  AND  HEALTH  SYSTEMS 

Mr.  Dauner.  Thank  you,  Mr.  Chairman.  I  am  Duane  Dauner, 
president  of  the  CaHfomia  Association  of  Hospitals  and  Health  Sys- 
tems, and  I  am  pleased  to  be  here  on  behalf  of  the  500  hospitals 
in  our  State. 

We  endorse  the  intent  and  the  philosophy  of  the  President's  eco- 
nomic goals,  but  we  do  so  in  the  context  of  health  care  reform.  If 
taken  in  isolation,  the  fiscal  year  1994  budget  represents  a  continu- 
ation of  ratcheting  and  hatcheting  that  Mr.  Thomas  referred  to  ear- 
lier, and  we  end  up  in  a  conflict  with  reforming  the  system  over 
the  long  term. 

As  you  know,  these  cuts  come  on  top  of  OBRA  1990  reductions, 
and  they  obviously  make  us  anxious  because  we  don't  know  where 
we  are  going  in  the  future. 

Hospitals  find  themselves  in  a  price  vise;  specifically  in  our 
State,  Medi-Cal  cutbacks  due  to  a  severe  State  budget  shortfall,  re- 
ductions in  funding  to  local  governments  for  health  services,  and 
a  growing  uninsured  population  must  be  balanced  against  the  fac- 
tors that  affect  hospital  costs. 

In  addition  to  the  things  that  have  been  said  by  previous  speak- 
ers, certain  States  are  disproportionate  States.  In  New  York,  Flor- 
ida, Texas,  and  California,  undocumented  immigrants,  AIDS  pa- 
tients, and  so  forth  have  a  profound  impact  on  the  way  hospitals 
and  the  health  care  delivery  function  and,  therefore,  must  be  ade- 
quately financed. 

Hospitals  around  the  coimtry  have  made  strides  as  was  reported 
earlier  by  the  representatives  of  ProPAC.  Specifically,  we  have 
been  successful  in  the  last  10  years  in  reducing  per  capita  costs  in 
our  State  to  7  percent  below  the  national  average.  That  has  not 
come  easily. 

Competition  has  done  some  things  good.  It  has  also  had  its  down 
sides.  But  the  fact  is  that  we  are  seeing  a  tremendous  shift  from 
inpatient  services  to  alternative  care. 

Collaboration  is  something  that  is  drastically  needed,  and  the 
Chairman  of  the  committee  and  many  of  you  have  been  important 
advocates  for  reducing  the  antitrust  barriers  to  collaboration  and 
arrangements  which  improve  access  and  quality  while  containing 
costs. 

We  believe  that  systemic  and  fundamental  reforms  are  needed  in 
the  financing,  payment,  and  delivery  systems  of  health  care.  We 
hope  that  reforms  can  be  achieved  and  that  any  short-term  budget 
cuts  do  not  work  at  cross-purposes  with  that  long-term  objective. 

Reference  has  been  made  to  a  recent  report  that  the  task  force 
on  national  health  care  reform  is  considering  short-term  price  con- 
trols. Whether  it  is  a  freeze  on  provider  prices,  on  insurance  carrier 
rates,  or  extending  the  Medicare  payment  system  to  all  payers, 
they  have  one  underlying  disadvantage.  They  lock  in  the  status 
quo.  They  tend  to  strangulate  hospitals  and  other  providers.  It  will 
hurt  the  essential  and  safety-net  providers  that  are  least  able  to 
cope  with  such  caps  and  actually  will  work  against  meaningful 
long-term  health  care  reform. 
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We  stand  ready  to  pursue  and  enact  svstemic  and  responsible 
health  care  reform.  We  hope  that  the  budget  reductions  that  this 
committee  will  have  to  face  will  not  work  at  cross-purposes  against 
our  broader  objective  to  serve  society. 

Thank  you  very  much. 

[The  prepared  statement  follows:] 
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tbstukmt 

C.  DuBB*  DauB«r 

Prasldaat 

Califonia  Aasooiation  of  Hospitals  and  Haalth  Systeas 

Good  Bomlng,  Mr.  Chairaan  and  neabers  of  the  subcommittee,  I  am  C 
Duane  Dauner,  President  of  the  California  Association  of  Hospitals 
and  Health  Systems  (CAHHS) .  On  behalf  of  CAHHS's  470  member 
hospitals,  I  am  pleased  to  testify  today  on  the  President's  Fiscal 
Year  (FY)  1994  budget  proposal,  as  well  as  on  the  continued  long 
term  vleibility  of  our  national  health  care  delivery  system. 

As  a  part  of  the  President's  economic  stimulus  package,  the 
Administration  has  proposed  to  reduce  estimated  Medicare  and 
Medicaid  spending  by  $62.6  billion  over  the  next  five  years. 
The  FY  1994  Impact  on  hospitals  will  amount  to  a  reduction  of 
nearly  $2  billion  in  Medicare  revenues  while  the  five  year  impact 
will  reach  nearly  $23.7  billion.  The  Department  of  Health  and 
Human  Services  (DHHS)  has  indicated  that  hospitals  will  carry  the 
largest  burden  —  38  percent  of  all  Medicare  cuts —  over  the  FY 
1994-98  period.  We  are  aware  that  these  proposed  cuts,  in  the 
words  of  Administration  officials,  are  simply  "nicks".  Real  cuts, 
we  are  told,  are  still  to  come. 

While  hospitals  are  willing  to  carry  their  fair  share  of  the 
sacrifice  necessary  to  assure  appropriate  access  to  health  care  for 
all  Americans,  we  believe  such  sacrifice  should  occur  in  the 
context  of  health  care  reform.  There  is  only  so  much  each  hospital 
can  contribute  to  this  cause  and  still  maintain  sufficient 
financial  vitality  and  ability  to  serve  its  community.  California 
hospitals  are  quite  frankly,  nervous  when  first  the  Administration 
proposes  Medicare  cuts  totaling  nearly  $24  billion  over  five  years 
and  then  says  that  the  worst  is  yet  to  come. 

First,  before  examining  the  implications  of  the  Administration's 
proposed  FY  1994  spending  plan,  it  is  important  to  remember  that 
these  proposed  reductions,  if  enacted,  will  fall  on  top  of  the 
nearly  $25  billion  of  Medicare  spending  reductions,  $8.1  billion  of 
which  is  in  the  form  of  hospital  cuts,  enacted  as  part  of  the 
Omnibus  Budget  Reconciliation  Act  of  1990  (OBRA-90)  that  are 
already  in  scheduled  for  FY  1994  ($11.37  billion)  and  FY  1995 
($13.57  billion).  And  OBRA-90's  Medicare  cuts,  totaling  over  $43 
billion  for  the  five  year  period  FY  1991  through  FY  1995,  were  just 
another  set  of  waves  in  a  steady  and  unrelenting  pattern  of 
Medicare  cuts  that  have  been  battering  hospitals  since  the  mid- 
1980s. 

Second,  these  past  and  present  Medicare  cuts  have  had  a  telling 
Impact  on  hospitals'  Medicare  profit  margins.  According  to  ProPAC, 
hospitals'  PPS  profit  margins  are  projected  to  have  fallen  to  a 
negative  8.3  percent  for  fiscal  year  1992  -  more  than  doubling 
1991 's  negative  PPS  profit  margin  of  3.6  percent.  Just  as  the 
national  debt  consumes  our  nation's  financial  resources  thus 
denying  their  availability  to  revitalizing  our  nation's  economy,  so 
these  mounting  Medicare  losses  increasingly  limit  California 
hospitals'  abilities  better  to  respond  to  their  communities'  needs. 

Further,  we  are  particularly  concerned  about  the  impact  of  these 
Medicare  losses  on  our  most  vulnerable  California  hospitals  which 
provide  access  to  health  care  services  for  our  nation's  poor, 
elderly  and  rural  citizens.  In  fact,  ProPAC  cites  concern  that 
"the  continued  operation  of  these  hospitals  and  the  fulfillment  of 
their  unique  role  in  the  provision  of  health  care  might  be  impaired 
by  a  substantial  Immediate  reduction  of  Federal  support." 

Next,  while,  as  noted  above,  we  are  willing  to  carry  our  fair  share 
of  the  "sacrifice,"  nonetheless  California  hospitals  are  concerned 
that  the  FY  1994  budget  proposal  appears  to  be  a  continuation  of 
past  administrations'  arbitrary  efforts  to  take  as  much  as  possible 
out  of  hospitals  without  considering  the  consequences. 
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o  For  California,  in  FY  1994,  moving  the  effective  date  of  the 
annual  update  from  October  1,  1993  to  January  1,  1994  will 
result  in  a  $81  million  cut,  while  the  proposed  one  percent 
reduction  in  the  update  factor  for  urban  and  rural  hospitals 
will  cut  another  $47  million. 

As  regards  the  reduction  in  the  update  factor,  we 
particularly  object  to  the  Administration's  abandonment 
of  OBRA-90's  commitment  to  eliminate  the  urban-rural 
payment  differential  by  FY  1995. 

o  We  are  concerned  about  the  Administration's  proposed  cuts  in 
indirect  and  direct  medical  education.  The  proposed  budget 
would  reduce  medical  education  spending  $5.22  billion  over  the 
next  five  years.  We  believe  it  would  be  unwise  to  make  a 
decision  to  reduce  these  payments  at  this  time  as  the  Congress 
and  Administration  are  poised  to  consider  major  health  care 
reform  initiatives  which  will  likely  have  profound 
implications  for  our  nation's  teaching  hospitals.  Any  such 
spending  changes  should  only  occur  in  the  context  of  health 
care  reforms.  We  are  also  aware  that  this  subcommittee  has 
consistently  revealed  its  sensitivity  to  the  difficulties 
confronting  teaching  hospitals  through  its  rejection  of  the 
prior  administration's  budget  proposals  to  cut  indirect 
medical  education  payments.  We  urge  the  same  treatment  for 
this  budget  proposal  as  well. 

o  As  regards  the  proposed  cuts  in  direct  medical  education,  the 
Health  Care  Financing  Administration  (HCFA)  has  indicated  that 
by  using  a  national  average  per  resident  amount,  instead  of  a 
hospital  specific  per  resident  amount,  the  current 
"inequities"  will  be  resolved.  The  estimated  impact  of  this 
proposed  change  on  California  hospitals,  especially  safety-net 
institutions,  could  be  significant.  For  example,  three 
hospitals  in  the  Los  Angeles  County  health  system  alone  could 
lose  $1.3  million  in  FY  1994.  In  addition  other  major  county 
hospitals  will  be  severely  impacted  in  FY  1994,  including  San 
Bernardino  County  Medical  Center  ($339,000),  San  Joaquin 
General  Hospital  ($268,000),  and  Santa  Clara  Valley  Medical 
Center  ($328,000). 

o  When  inpatient  capital  payments  were  moved  to  a  prospective 
payment  system,  hospitals  were  told  that  after  FY  1995,  the 
OBRA-90  mandated  10  percent  discount  in  inpatient  capital 
payments  would  expire  and  hospitals  would  then  be  paid  the 
full  update.  The  Administration  proposes  to  alter  this 
commitment  -  proposing  instead  to  make  the  10  percent  discount 
permanent.  This  adds  to  the  growing  list  of  broken  promises 
the  federal  government  has  made  to  our  nation's  hospitals. 

Mr.  Chairman  and  members  of  the  subcommittee,  it  is  clear  that 
California  hospitals  will  be  expected  to  share  a  substantial  part 
of  health  care  reform's  "sacrifices"  even  as  we  are  being  required 
to  make  a  significant  contribution  to  deficit  reduction.  However, 
hospitals  are  already  making  a  significant  contribution  to  our 
communities'  charity  and  uncompensated  health  care  needs.  In 
addition  to  covering  Medicare  and  Medicaid  shortfalls,  which 
accounted  for  nearly  $3  billion  of  California  hospitals' 
uncompensated  care  costs  in  1992,  another  $1.4  billion  in 
uncompensated  care  was  provided  in  the  form  of  charity  and  bad 
debts.  Additional  Medicare  and  Medicaid  hospital  spending 
reductions  without  the  relief  of  health  care  reform  will  only  add 
to  this  steadily  increasing  burden. 

During  the  past  decade,  California  hospitals  have  made  great 
strides  in  achieving  more  efficient  and  cost  effective  use  of 
hospital  services.  Hospital  expenses  per  capita  ran  about  10 
percent  higher  in  California  than  the  nation  from  1957  through 
1982.   This  difference  narrowed  to  5  percent  in  1983,  and  between 
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2  and  3  percent  from  1984  to  1987.  By  1992,  California  per  capita 
hospital  expenses  were  7  percent  less  than  the  national  average. 
Changes  in  medical  treatment  and  technology  have  resulted  in  a 
significant  volume  of  patient  care  being  shifted  to  less  expensive 
outpatient  services  during  the  past  decade.  Outpatient  visits  have 
increased  by  50  percent  since  1980. 

The  average  length  of  stay  in  California  hospitals  dropped  from  6.6 
days  in  1987  to  6.2  days  in  1992.  During  1990  California's  average 
length  of  stay  was  a  full  day  shorter  than  the  national  average: 
6.2  days  versus  7.2  days. 

California  hospitals  admissions  have  been  sharply  reduced  from  132 
admissions  per  1,000  population  in  1980  to  nearly  100  admissions 
per  1,000  population  in  1992.  During  the  latest  year  for  which 
there  is  comparetble  data,  1990,  California's  admission's  per  1,000 
population  was  nearly  18  percent  below  the  national  average:  103.2 
admissions  per  1,000  population  versus  125.8  admissions  per  1,000 
population 

Hospitals  share  expensive  technology  and  services  whenever  possible 
to  reduce  health  care  costs,  increase  efficiencies,  eliminate 
duplication  of  services  and  improve  quality. 

If  the  proposed  Medicare  reductions  are  enacted,  California 
hospitals  will  be  caught  in  the  price  vise  as  they  are  required  to 
pay  higher  prices  for  drugs,  utilities,  labor,  insurance  and  other 
products  and  services  while  receiving  less  revenue  to  cover 
increasing  costs  that  are  beyond  their  control.  The  March  1,  1993, 
Prospective  Payment  Assessment  Commission  (ProPAC)  report  to 
Congress  states  that,  "The  two  largest  components  of  hospital  cost 
increases  were  economy  wide  price  inflation  and  changes  in  the  mix 
of  cases  treated,  both  of  which  are  generally  viewed  as  beyond  the 
hospital's  control.  These  two  components  accounted  for  almost  60 
percent  of  the  rise  in  hospital  costs  during  the  study  period  of 
1985  to  1989." 

Some  of  the  explanatory  factors  behind  health  care  cost  inflation 
include: 

o  Labor  Costs  -  Labor  related  expenses  comprise  more  than  half 
of  the  average  hospital's  total  operating  costs.  Hospitals 
are  more  labor  intensive  than  any  other  industry.  Labor 
expenses  per  patient  day  in  California  in  1990  equalled  $636. 
The  rate  of  increase  has  been  progressing  since  1988  at  more 
than  9  percent  per  annum.  The  U.S.  average  of  labor  expenses 
per  patient  day  in  1990  was  $483.  California's  labor  expenses 
per  patient  day  are  higher  than  the  national  average  because 
California  hospitals  have  a  lower  admission  rate,  a  lower 
length  of  stay  and  do  business  in  a  geographic  location  with 
higher  general  wage  levels  than  the  national  averages.  The 
lower  admission  rate  and  length-of-stay  means  that  California 
hospitals  treat  a  "sicker"  patient  than  the  typical  hospitals. 
The  higher  severity  level  requires  a  higher  skilled  labor  mix. 

o  Cost  of  Supplies  and  Drugs  -  Health  care  costs  in  the 
hospital  are  driven  significantly  by  the  cost  of  supplies  and 
drugs  necessary  to  provide  quality  patient  care.  During  1992, 
the  cost  to  hospitals  for  necessary  medical/ surgical  supplies 
rose  7  percent  and  are  projected  to  increase  another  6.5  to  7 
percent  during  1993.  The  prices  hospitals  must  pay  for 
pharmaceutical  products,  soared  22  percent  in  1992  and  a  15 
percent  hike  is  expected  in  1993.  A  study  by  ProPAC  found  that 
pharmaceutical  products  contribute  more  to  hospital-specific 
inflation  than  all  other  goods  and  services  purchased  by 
hospitals  combined.  A  General  Accounting  Office  (GAO)  study 
of  the  29  most  widely  used  prescription  drugs  found  that  most 
of  their  prices  doubled,  and  some  quadrupled,  between  1985  and 
1991. 
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Malpractice  Insurance  -  The  average  payment  in  malpractice 
awards  is  $1.7  million  per  claim.  Even  more  expensive  is  the 
cost  of  defensive  medicine.  The  practice  of  performing  tests 
and  procedures  primarily  out  of  concern  over  potential 
malpractice  liability  now  costs  more  than  $20  billion  a  year 
in  the  U.S. 

Adainistrative  Costs  -  Government  rules,  regulations  and 
mandates  account  for  an  incredible  amount  of  documentation  and 
paperwork  by  hospitals.  More  than  2  5  percent  of  the  health 
care  premium  dollar  is  consumed  by  insurance  companies, 
administrative  expenses  and  costs  incurred  to  comply  with 
government  regulations  and  documentation  requirements. 

Medical  Waste  Disposal  -  Additional  regulations  for  medical 
waste  disposal  has  boosted  some  hospitals'  expenses  for 
managing  waste  by  as  much  as  4  00  percent  in  the  past  few 
years.  At  least  five  federal  agencies  have  authority  over  and 
are  actively  involved  in  regulating  health  care  medical  waste 
management  activity. 

Cost  of  Utilities  -  Hospitals  are  large  consumers  of  energy, 
especially  electricity,  natural  gas  and  w$t.er.  Since  1987, 
hospital  costs  for  energy  have  risen  by  more  than  20  percent. 
Many  local  governments  now  impose  an  energy  consumption  tax  to 
raise  revenues  to  relieve  stressed  local  budgets.  Some 
hospitals  report  increased  costs  up  to  $200,000  annually  due 
solely  to  locally  imposed  energy  resource  consumption  related 
taxes . 


It  is  also  important  to  highlight  the  costs  of  AIDS  treatment. 
More  than  a  decade  into  the  AIDS  epidemic,  the  total  number  of 
cases  continues  to  grow,  affecting  all  segments  of  the  population. 
By  December  1993,  cumulative  U.S.  AIDS  deaths  will  rise  to  more 
than  160,000.  In  California,  more  than  35,000  people  will  have 
died  from  AIDS  by  the  end  of  1993.  DHHS  estimates  lifetime  costs 
of  health  care  at  more  than  $100,000  for  individuals  who  are 
diagnosed  this  year. 

The  threat  of  antitrust  action  often  impedes  hospitals  from 
pursuing  joint  efforts.  Thanks  to  Chairman  Stark's  continued 
interest  in  this  issue,  hospitals  have  made  progress  in  sending  the 
message  to  Congress  and  the  administration  that  hospitals  struggle 
with  mandates  from  the  Department  of  Health  and  Human  Services  to 
achieve  efficiency,  while  simultaneously  the  Federal  Trade 
Commission  and  the  Department  of  Justice  impedes  collaborative 
activities  which  may  achieve  this  goal . 

With  respect  to  the  larger  issue  of  health  care  reform  and  how  cost 
containment  is  best  achieved,  California  hospitals  support  the 
development  of  an  effective  universal  health  insurance  program  that 
provides  medically  necessary  health  care  to  all  American  residents. 
The  only  viable  long-term  way  to  expand  access  and  contain  costs  is 
to  change  the  fundamental  way  in  which  health  care  services  are 
organized  and  delivered.  Short-term  budget  cuts  will  not  address 
the  underlying  problems  nor  produce  balanced  incentives  for  health 
care  providers  and  other  stakeholders.  Much  of  what  passes  for  cost 
containment  is  simply  cuts  in  provider  payments. 

We  are  concerned  about  a  recent  press  report  that  the  President's 
Task  Force  on  National  Health  Care  Reform  is  considering  three 
short-term  price  control  options  as  necessary  to  restrain  health 
care  spending.  Option  1,  a  freeze  on  prices  charged  by  providers 
and  by  certain  suppliers,  while  sounding  simple  raises  serious  and 
complex  questions.  For  instances,  would  providers  input  prices 
also  be  frozen,  e.g.,  essentially  an  economy  wide  price  freeze  for 
health  care  related  labor,  supplies  and  equipment?  It  is  important 
to  understand  that  California  hospitals  have  labor  contracts,  new 
environmental  and  other  regulatory  requirements,  utility  contracts, 
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purchasing  agreements  for  supplies  and  services,  and  other 
obligations  which  involve  costs,  and  therefore  price  increases. 
Without  a  corresponding  input  price  freeze  hospitals  would  be 
forced  to  absorb  their  input  price  increases  with  potentially 
disastrous  results.  Another  question  would  be  how  even  a  short- 
term  price  freeze  would  allow  hospitals  to  recover  all  or  part  of 
their  steadly  increasing  costs  of  uncompensated  care?  A  price 
freeze  will  not  change  the  current  local  situations  in  which  more 
and  more  uninsured  patients  and  undocumented  immigrants  enter  our 
emergency  rooms  every  day. 

Option  2,  caps  on  insurance  carriers,  raises  the  same  issues  as 
Option  1  but  played  over  a  slightly  delayed  scale.  The  first 
squeeze  on  carriers  will  ultimately  result  in  the  potential 
hospital  distortions  mentioned  above.  Option  3,  extending 
Medicare's  DRG  pricing  payment  program  to  hospitals  will  freeze  the 
status  quo,  could  impede  progress  on  health  care  reform  and  create 
many  of  the  potential  problems  noted  above.  Again,  while  sounding 
simple,  this  option  has  many  serious  questions,  one  being,  whether 
all  payers  are  required  to  pay  Medicare  prices? 

Clearly  health  care  reform  is  needed  and  California  hospitals 
support  fundamental,  systemic  changes  in  the  financing,  payment  and 
delivery  systems.  Only  through  structured  changes  can  universal 
access  and  economic  discipline  be  achieved.  Caution  must  be 
exercised  to  avoid  short-term  quick-fix  ideas  that  may  be  appealing 
but,  in  fact,  are  fundamentally  complex  with  severe  adverse 
potential  consequences  for  patients  and  ^hospitals. 

We  support  universal  access,  a  uniform  benefit  package, 
underwriting  reforms,  balanced  incentives  among  the  stakeholders, 
employer  coverage  of  employees,  purchasing  for  small  groups  and 
economic  discipline  through  capitation  payments  to  integrated 
health  care  delivery  systems  or  networks. 

Health  care  reform  is  not  just  cost  containment.  Inequities  in 
federal  price  control  policies  affect  patients,  institutions  and 
regions  of  the  country  differently.  The  national  DRG  rating  system, 
for  example,  has  hit  California  hospitals  hard,  having  a 
particularly  adverse  impact  on  rural  and  Medicare  dependent 
hospitals. 

Mr.  Chairman  and  members  of  the  subcommittee,  I  want  to  reiterate 
that  while  California  hospitals  are  ready  to  stand  up  with  you  in 
pursuit  of  meaningful  health  care  reform,  we  are  concerned  about 
additional  spending  reductions  which  do  not  appear  to  compliment 
health  care  reform  and  that  may,  instead,  adversely  impact 
hospitals'  abilities  to  continue  to  provide  quality  patient  care  or 
access  to  all  patients. 

Thank  you. 
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Mr.  Levin.  Thank  you  very  much. 
Mr.  Yarwood. 

STATEMENT  OF  BRUCE  YARWOOD,  LEGISLATIVE  COUNSEL, 
AMERICAN  HEALTH  CARE  ASSOCIATION,  ACCOMPANIED  BY 
ROBERT  DEANE,  CHIEF  ECONOMIST 

Mr.  Yarwood.  Mr.  Chairman,  thank  you.  My  name  is  Bruce 
Yarwood.  I  represent  the  nursing  home  industry^,  the  American 
Health  Care  Association,  and  I  appreciate  you  bringing  us  to  the 
table  with  the  hospitals.  Thank  you.  We  are  normally  the  ones  that 
are  sitting  on  the  left  side. 

We  are  here  today  to  kind  of  defend  ourself  and  dust  off  our  de- 
fense of  the  return -on -equity  provision  that  we  have  seen  over  the 
past  5  or  6  years. 

As  all  of  the  speakers  have  said  prior,  we,  too,  have  the  concern 
over  major  health  care  reform  coming  down,  especially  long-term 
care,  and  at  the  same  time  trying  to  tinker  with  the  system  right 
now  by  pulling  out  return  on  equity,  and  restricting  our  ability  to 
continue  to  grow. 

As  the  man  from  New  York  said,  if  we  take  the  capital  out  of  the 
system,  we  really  hurt  ourselves. 

I  would  suggest  two  or  three  things  in  thinking  about  the  return 
on  equity  andour  opposition.  First,  it  has  been  said  that  this  is  the 
profit  item.  We  are  the  only  industry  that  has  that  profit  item.  Yet, 
we  are  the  only  industry  that  has  a  system  that  is  retrospective, 
not  prospective.  We  are  suggesting  in  the  long  term  that  we  go  pro- 
spective, and  that  we  dont  tinker  with  the  system  right  now.  As 
soon  as  the  prospective  system  goes  into  gear,  this  retum-on-equity 
issue  won't  be  an  issue  anymore. 

The  second  thing  I  would  suggest  is  that  this  year's  budget  pro- 
posal comes  with  the  thought  that  we  level  the  playing  field  be- 
tween the  proprietary  and  nonproprietary  nursing  homes.  I  would 
suggest  to  you  that  there  are  advantages  on  the  nonproprietary 
side  that  we  don't  have  in  terms  of  accessing  the  capital  market, 
such  as  tax  benefits,  and  also  an  ability  to  create  bonds  and  do 
some  of  those  things  that  we  don't  have  the  ability  to  do. 

I  would  say  a  third  thing  in  defense  of  ourself.  We  do  have  access 
to  the  private  marketplace  to  find  additional  capital  and  to  fund 
that  capital  without  the  use  of  the  return  on  equity,  causing  inter- 
est rates  to  rise,  and  that  cost  gets  fed  right  back  into  the  system, 
and  this  fact  alone  will  immediately  erode  that  savings  figure. 

We  are  suggesting  that  the  savings  figures  are  probably  erro- 
neous. SeconoTthis  issue  has  been  dealt  with  and  rejected  before, 
I  think,  over  the  past  two  or  three  Congresses.  We  would  continue 
to  do  so. 

We  also  recognize  that  you  will  be  voting  on  a  budget  mark 
today.  We  would  suggest  some  other  things  to  look  at. 

At  the  risk  of  Duane  slapping  me  across  the  head  and  shoulders, 
we  would  suggest  a  couple  of  things  that  might  deal  with  the  hos- 
pital system.  We  have  historically  been  talking  about  leveling,  the 
technical  term,  the  223  limits.  We  find  in  some  recent  data  coming 
out  HCFA  that  there  is  not  a  lot  of  difference  in  terms  of  the  pa- 
tient care  needs  of  hospital  distinct  parts  and  freestanding  nursing 
homes,  yet,  the  hospital  distinct  parts  have  a  tremendous  advan- 
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tage  in  terms  of  reimbursement  over  the  freestanding.  We  would 
suggest  leveling  those.  We  are  not  suggesting  bringing  hospitals 
down  or  us  up.  We  would  suggest  a  leveTin  terms  of  averaging.  We 
approximate  an  $80  to  $85  million  savings. 

We  would  suggest  also  that  we  zero  in  on  our  patient  mix  of 
today.  What  we  nnd  is  that  the  acuity  of  our  patients  is  becoming 
much  more  difficult.  We  think  that  we  can  move  into  what  we  call 
a  subacute  area^I  think  California  has  a  subacute  definition — the 
State  of  Illinois  has  a  subacute  definition — ^where  we  would  be  tak- 
ing some  of  the  patients  that  have  a  subacute  definition  in  the  hos- 
pitals. 

If  we  run  some  quick  calculations  for  just  room  and  board  by 
averaging  the  subacute  DRGs,  we  find  significant  savings,  from  the 
standpoint  of  us  taking  care  of  that  type  of  patient  versus  a  hos- 
pital taking  care  of  the  patient. 

I  see  Mr.  Cardin  walked  in.  I  would  move  to  the  fourth  area. 

We  would  love  to  work  with  a  PPS  system  in  the  future,  as  the 
State  of  Maryland  has. 

Mr.  Cardin.  Great. 

Mr.  Yarwood.  We  will  jump  all  over  that  right  now. 

Mr.  Cardin.  Great. 

Mr.  Yarwood.  So,  we  would  say  in  summary  is  that  we  would 
sv^gest  a  prospective  system.  In  going  to  prospective  system,  we 
think  that  the  pulling  out  of  return  on  equity  provision  is  not  the 
way  to  go.  There  are  some  ways  to  supplant  that  savings  by  look- 
ing at  other  ways  and  to  other  things  in  the  system. 

I  will  take  the  offer  also  that  you  made  in  terms  of,  do  we  like 
wage  and  price  controls.  We  would  probablv  be  hurt  significantly — 
not  probably — we  would  be  hurt  significantly. 

First  of  all,  we  are  operating  on  about  a  2  to  2V2  to  a  3  percent 
profit  margin,  pretax.  If  we  just  put  a  price  control  over  2  years 
in  a  marketplace  that  is  that  thin  without  dealing  with  the  controls 
of  the  cost  factors,  such  as  wages,  and  we  are  two-thirds  labor  in- 
tensive, such  as  variable  mortgages  and  things  of  that  nature,  we 
get  squeezed  real  fast.  We  are  in  an  industry  where  two-thirds  of 
our  patients  are  Medicaid — very  controlled — ^very  controlled  Grov- 
ernment  operation  in  terms  of  the  Medicaid  cost.  So  we  would  have 
a  very  difficult  time. 

I  see  the  red  light. 

I  would  also  suggest  that  in  listening  to  the  ProPAC  discussion 
and  seeing  the  type  of  issues  that  ProPAC  is  moving  into,  an  awful 
lot  of  those  are  nursing  home  industry  issues.  We  suggest  that  we 
look  at  the  ProPAC  group  and  potentially  try  to  expand  that  group 
and  bring  some  people  other  than  from  the  hospital  system  onto 
ProPAC. 

With  that,  I  thank  you  very  much. 

[The  prepared  statement  follows:] 
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TESTIMONY 

BY 

BRUCE  YARNOOO 

LEGISLATIVS  COUNSEL 

AMERICAN  HEALTH  CARE  ASSOCIATION 

Mr.  Chairman,  mainbara  of  th«  Commltt**,  I  am  Bruc*  Yarvood, 
Legi«Iativ«  Counsel  for  the  American  Health  Care  Association 
(AHCA) .   I  want  to  thank  you  for  the  opportunity  to  testify  on 
the  major  concerns  specifically  related  to  Medicare  Part  A  of 
AHCA,  a  national,  nonprofit  trade  association  representing  over 
11,000  nursing  facilities  and  long  term  care  providers  which  care 
for  more  than  one  million  residents. 

As  the  103rd  Congress  unfolds  and  the  Ways  and  Means  Health 
Subcommittee  begins  to  examine  proposals  for  both  economic  and 
health  reform,  we  ask  that  you  consider  our  views  in  the  context 
of  cost  containment,  access,  and  quality  of  care.   We  can 
certainly  appreciate  your  need  to  look  at  the  President's 
proposals  for  health  care  cost  reductions.   We  support  positive 
efforts  to  do  so,  but  with  the  caution  that  proposed  budget 
reductions  be  viewed  in  context  with  proposed  health  care  reform. 
In  other  words,  we  don't  believe  it's  appropriate  to  make 
decisions  today  regarding  costs,  rates,  and  programs,  and  then  in 
a  few  months  come  back  and  rearrange  the  entire  health  care 
delivery  system  for  long  term  care.   AHCA  has  formulated  a  long 
term  care  financing  policy  which  is  progressive  yet  fiscally 
responsible,   relies  on  a  private/public  partnership,  and 
emphasizes  private  responsibility. 

As  you  would  expect,  we  do  have  a  few  concerns  about  the 
Medicare  Part  A  budget  proposal  before  you.   We  also  have  some 
suggestions  that  might  be  appealing  to  you.  Let  me  address  both. 
RETURN  ON  EQUITY 

President  Clinton's  economic  plan  contains  a  provision 
which  would  eliminate  RoE  payments  to  proprietary  skilled  nursing 
facilities  (SNFs)  at  a  savings  of  $110  million  in  FY94.   The 
reason  stated  for  this  elimination  is  that  proprietary  SNFs  are 
the  only  category  of  providers  that  receives  RoE.   Nonproprietary 
SNFs  do  not  receive  these  payments,  and  the  contention  is  that 
elimination  of  the  category  would  create  fair  competition. 

This  is  ground  we  have  covered  before.  In  fact,  the  ssune 
proposal  was  made  during  previous  Congresses,  and  was  rejected. 
We  believe  it  was  rejected  for  the  following  reasons: 

Nursing  homes  are  still  paid  on  a  retrospective  basis 
for  the  cost  of  care,  as  opposed  to  a  hospital 
prospecitve  diagnotic  related  group  (DRG)  system. 

Return  on  Equity  (RoE)  and  the  allowance  for  interest  on 
debt  is  the  only  payment  which  proprietary  facilities 
receive  on  their  capital  investment  in  the  physical 
plant  of  the  facility.   To  eliminate  RoE  would  reduce 
the  industry's  ability  to  affect  private  capital  and 
increase  the  reliance  on  government  funding  at  a  time  of 
increased  demand  for  nursing  home  beds. 

-  This  elimination  would  have  a  dramatic  effect  on  access 
to  long  term  care  services.   Projected  growth  in  the 
elderly  population  in  the  United  States  during  the  next 
several  decades  is  extremely  well-documented  as  the 
"baby  boom"  generation  grows  older  and  life  expectancy 
continues  to  increase.   For  example,  the  Urban  Institute 
has  reported  that  the  number  of  frail  elderly  can  be 
expected  to  more  than  quadruple  within  the  next  four 
decades.   Congress  must  ensure  that  long  term  care 
services  will  be  available  to  meet  the  tremendous 
increase  in  demand  in  the  foreseeable  future. 

The  "Pepper  Commission"  report  and  a  series  of  other 
similar  reports  illustrate  the  serious  concern  about 
access  to  long  term  care.   Occupancy  rates  for  nursing 
facilities  in  almost  all  states  exceed  90  percent  and 
waiting  lists  for  beds  are  the  norm  rather  than  the 
exception.   It  is  very  short-sighted  for  the  government 
to  eliminate  incentives  that  encourage  participation  in 
the  Medicare  program  and  private  sector  growth  when  the 
government  is  struggling  to  find  solutions  to  meet  the 
growing  demand  in  long  term  care. 

-  This  proposal  would  not  have  the  effect  of  "leveling  the 
playing  field"  regarding  capital  acquisition  between 
proprietary  and  nonproprietary  nursing  facilities 
because  the  non-proprietary  facilities  already  have 
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unique  financial  opportunities  that  are  justifiably 
unavailable  to  proprietary  facilities,  such  as  lower 
interest  rates  through  government  subsidized  loans,  and 
relief  from  paying  certain  property  taxes. 

-  The  Congressional  Budget  Office  (CBO) ,  along  with  the 
"Pepper  Commission"  projects  an  increase  in  the  demand 
for  skilled  beds.   An  RoE  payment  provides  equity 
capital  to  help  build  new  beds  to  meet  this  increased 
demand.   Without  the  incentives,  supply  will  stay 
stable,  and  demand  will  increase  with  the  results  being 
a  price  and  cost  increase  to  Medicare. 

President  Clinton's  ecortbmic  plan  reportedly  contains  a 
provision  which  would  eliminate  RoE  payments  to 
proprietary  SNFs.   This  is  the  only  profit  opportunity 
available  to  proprietary  nursing  home  owners  who  provide 
Medicare  skilled  nursing  services  and  is  counter  to 
other  private  sector  initiatives  contained  in  the 
President's  package  that  encourage  investment.   Until  a 
prospective  payment  system  is  instituted  that  rewards 
cost-effective  operations,  this  elimination  would  cause 
a  hardship  on  many  facilities  that  operate  on  thin 
profit  margins  (according  to  "The  Guide  to  the  Nursing 
Home  Industry"  published  by  Arthur  Andersen,  the  profit 
average  for  all  nursing  homes  was  2.83  percent  in  1990). 

In  the  long  run,  to  cut  RoE  will  cause  a  replacement  of 
equity  with  debt  which  costs  more.   This  in  turn  will  be 
a  cost  to  the  Medicare  program. 

To  pull  a  small  piece  out  of  a  complex  reimbursement 
system  such  as  the  one  for  SNFs  seem  counterproductive. 
We  have  always  agreed  to  setting  up  a  prospective 
system,  with  other  various  incentives,  to  eventually 
replace  RoE.   To  do  so  piecemeal  is  counterproductive. 

In  short,  this  is  a  proposal  that  has  been  dusted  off  in  a 
search  for  "savings."   It  has  been  shown  by  the  committee  to  be 
overstated,  counterproductive,  and  not  useful.   It  is  a  short- 
sighted gain  that  can  haunt  further  budgets  when  government 
programs  will  be  demanded  to  meet  the  needs  of  a  growing  elderly 
population.   We  again  urge  it  be  eliminated  from  the  list  of 
cuts. 

SECTION  223  MEDICARE  LIMITS 

There  are  other  areas  that  can  provide  the  Medicare  program 
with  savings.   We  have  consistently  suggested  that  Congress 
consider  "leveling  the  playing  field"  between  hospital-based  and 
free-standing  providers  of  skilled  nursing  care  of  like  patients 
under  Section  223  Medicare  Limits.   This  not  only  acts  as  an 
incentive  for  nursing  facilities  to  take  these  patients,  but  more 
importantly,  allows  for  more  cost  effective  care. 

Currently,  Congress  sets  the  reimbursement  limits  for 
hospital-based  SNFs  at  50  percent  of  the  difference  between  112 
percent  of  the  hospital-based  mean  and  112  percent  of  the  free- 
standing SNF  mean.   The  national  Medicare  routine  cost  limit 
differential  between  these  hospital  "distinct  parts"  and  free- 
standing SNFs  is  an  estimated  $45  per  day.   In  addition, 
hospital-based  SNFs  receive  administrative  and  general  add-ons 
that  are  not  available  to  free-standing  SNFs.   We  calculate  that 
eliminating  the  differential  would  represent  a  net  savings  of 
over  $80  million  if  the  maximum  hospital  rates  were  to  be  leveled 
with  the  maximum  free-standing  SNF  rate  to  around  $125  per  day. 
This  occurs  by  averaging  both  rates. 

AHCA  believes  that  the  recent  Health  Care  Financing 
Administration  study,  done  for  the  General  Accounting  Office  on 
the  relative  acuity  of  Medicare  patients  in  hospital-based  and 
free-standing  SNFs  reinforces  the  fact  that  the  current 
differential  between  the  two  is  uncalled  for  and  a  waste  of 
Medicare  funds.   Specifically,  it  provides  evidence  that  the 
differential  allows  the  hospital-based  SNF  to  care  for  the  same 
patients  as  the  free-standing  SNF  at  significantly  higher  rates 
and  provides  an  opportunity  for  hospitals  to  cost-shift  from  the 
flat  rate  diagnostic  related  group  to  cost-reimbursed  SNF  care. 

Thus,  Medicare  reimbursement  differentials  between 
hospital-based  distinct  part  and  free-standing  SNFs  encourages 
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inefficient  utilization  of  resources.   In  the  current  era  of  cost 
containment,  the  Medicare  program  should  provide  incentives  for 
patients  to  be  serviced  in  the  most  cost  effective  setting, 
rather  than  provide  incentives  for  patients  to  be  served  in  more 
costly  hospital-based  SNFs.   Therefore,  AHCA  believes  that  the 
competitive  playing  field  between  hospital-based  and  free- 
standing facilities  should  be  leveled  and  that  all  SNFs  should  be 
subject  to  a  single  set  of  payment  limits. 
SUB-ACUTE  BENEFIT 

Another  area  that  needs  to  be  investigated  is  the 
development  of  a  sub-acute  level  of  care  under  Medicare  Part  A  to 
provide  intensive  skilled  nursing  care.   Currently,  there  are 
many  "heavy-care"  elderly  patients  who  are  unable  to  get  into 
nursing  facilities  because  of  inadequate  payment  by  Medicare. 
Medicare  currently  provides  only  one  nursing  facility 
reimbursement  rate  for  all  patients,  creating  a  disincentive  for 
serving  "heavy-care"  patients. 

In  1990,  the  Department  of  Health  and  Human  Service  (HHS) 
reported  to  Congress  that  the  problem  of  "boarding"  the  elderly 
affects  about  25  percent  of  the  nation's  nearly  6,000  hospitals 
and  that  urban  hospitals  are  the  most  effected.  The  study,  which 
was  based  on  1985  data,  estimated  the  cost  to  hospitals  at  $420 
million  a  year  and  health  analysts  say  the  problem  has  grown 
since  then. 

Because  of  this  dilemma,  AHCA  has  developed  a  concept  for  a 
sub-acute  level  of  care  within  Medicare  for  consideration  by 
Congress  which  maintains  the  principles  of  cost  containment, 
access,  and  quality  of  care.   We  believe  such  a  level  of  care 
should  have  at  least  the  following  features: 

Rates  should  be  developed,  with  criteria  modeled  after 
existing  state  (e.g.,  California/Illinois)  sub-acute 
programs.   Patient  types  suggested  include: 

-  tracheotomy  patients 

-  ventilator  patients 

-  I.V.  therapy  patients 

-  head  trauma  patients 

-  wound  care  patients 

-  pain  management  patients 

-  antibiotic  therapy  patients 

-  renal  dialysis  patients 

Medicare  should  provide  reimbursement  for  the  entire 
length  of  stay  during  which  the  patient  continues  to 
need  this  sub-acute  level  of  care. 

The  routine  cost  limit  should  be  raised  for  facilities 
in  the  sub-acute  program. 

Facilities  must  be  "designated"  by  Medicare  for 
participation  in  this  program,  and  must  agree  to  accept 
patients  who  qualify  for  this  level  of  care. 

Analysis  has  shown  that  participation  of  the  nursing 
facility  industry  in  the  sub-acute  care  market  can  produce 
savings  of  approximately  $3  billion  per  year  in  1990  dollars, 
one-half  of  which  are  in  Medicare/Medicaid  programs.   The  current 
sub-acute  industry  is  over  $10  billion  in  size  and  upgraded  SNFs 
can  provide  care  at  an  average  of  two-thirds  of  the  cost  now 
being  experienced  in  hospitals. 

PROSPECTIVE  PAYMENT  SYSTEM 

As  we  have  said  many  times,  AHCA  is  supportive  of  the 
development  and  implementation  of  a  case-mix  prospective  payment 
system  for  SNFs  as  mandated  by  OBRA  90,  which  maintains  quality, 
access  and  provider  viability.   As  this  moves  through  the 
process,  AHCA  recommends  that  the  new  system  include  a  number  of 
features  not  present  in  the  current  cost-based  reimbursement 
system: 

-  Patient-related  costs  should  be  reimbursed  by  a  patient- 
based  prospective  pricing  system.   This  system  should 
use  resident  acuity  data  generated  by  the 
congressionally  mandated  minimum  data  set. 
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Separate,  per  unit  payment  for  selected  special  services 
and  therapies  should  be  included  outside  of  the  patient- 
based  component . 

Capital  payments  should  be  based  on  a  fair  value  rental 
approach  in  order  to  recognize  the  true  economic  costs 
of  capital  services. 

Non-patient  related  costs  should  be  reimbursed 
prospectively  on  a  facility-specific  basis  subject  to  a 
ceiling  with  efficiency  incentive  payments  included. 

The  threshold  for  participation  in  the  prospective  flat 
rate  part  of  the  Medicare  system  should  be  raised  from 
1,500  to  2,500  annual  patient  days. 

We  eagerly  await  the  report  from  the  Secretary  of  HHS  on 
this  system.   We  have  said  many  times  that  the  creation  of  a 
prospective  system  will  allow  for  equal  treatment  among  the 
varying  levels  in  the  continuum  will  increase  access,  and 
maintain  cost.   We  will  not  get  into  skirmishes  over  such  things 
as  RoE,  but  focus  on  how  to  provide  the  elderly  with  quality 
care. 

While  getting  the  chance,  we  would  be  remiss  if  we  didn't 
also  remind  the  Committee  of  a  few  more  issues  that  continually 
come  up  and  could  be  handled  in  this  year's  reconciliation 
process. 

ELIMINATION  OF  THREE-DAY  PRIOR  HOSPITAL  STAY  REQUIREMENT 

We  continue  to  support  of  the  repeal  of  the  Medicare  three- 
day  prior  hospital  stay  requirement  for  SNF  care.   Proponents  of 
the  requirement  argue  that  it  serves  a  gatekeeping  function  to 
prevent  unnecessary  admissions  to  SNFs.   However,  in  actuality, 
this  requirement  blocks  beneficiaries'  access  to  a  legitimate 
level  of  care;  namely,  skilled  nursing  services  and  their 
associated  rehabilitation  services.   It  further  leads  to 
unnecessary  hospital  stays  for  beneficiaries  whose  medical  needs 
are  most  appropriately  and  economically  addressed  in  a  SNF.   And, 
the  three-day  prior  hospital  stay  requirement  offers  physicians  a 
perverse  incentive  to  admit  patients  to  a  hospital;  this  must  be 
done  to  qualify  beneficiaries  for  Medicare  SNF  benefits  even  if 
they  don't  require  hospital  care,  resulting  in  hospital 
admissions  that  are  both  clinically  inappropriate  and 
unnecessarily  costly. 

The  major  obstacle  to  eliminating  the  Medicare  SNF  three- 
day  prior  hospital  stay  requirement  has  been  cost.   We  disagree 
with  a  CBO  cost  analysis  that  fails  to  take  into  adequate  account 
offsetting  savings  to  Medicare,  by  the  elimination  of  unnecessary 
hospital  stays.   An  AHCA  analysis  estimates  that  ending  the 
three-day  prior  hospital  stay  requirement  would  save  more  than  $1 
billion  over  five  years  because  savings  in  Medicare  hospital 
expenditures  would  more  than  offset  increased  SNF  expenditures. 

As  a  minimum,  we  ask  the  Committee  to  request  HHS  set  up  a 
pilot  review  to  test  our  theory. 

ProPAC 

As  health  care  reform  becomes  a  reality,  the  Prospective 
Payment  Assessment  Commission  (ProPAC)  estimates  and  analyses  are 
ever  more  present.   Yet,  ProPAC  is  dominated  entirely  by  the 
hospital  system  and  its  appointments.   As  we  move  into  areas  of 
overlap  and  competition,  it  seems  we  also  believe  it  is 
imperative  that  there  be  SNF  representation  on  ProPAC.   We 
request  of  the  Committee  that  statutory  language  to  designate  a 
long  term  care  representative  to  the  Commission.   Congress  in 
OBRA  90  has  given  the  Commission  the  responsibility  to  payment 
system  comment  on  a  SNF  prospective  developed  by  HHS.   Shouldn't 
the  nursing  home  industry  be  represented?  We  think  so. 
HOSPICE  CARE 

We  are  pleased  that  the  recently  introduced  bill,  H.R.  21, 
"Miscellaneous  and  Technical  Amendments  1993"  (Rostenkowski,  D- 
IL)  does  not  impose  limitations  on  the  availability  of  the 
Medicare  hospice  benefit  in  nursing  homes,  but  we  continue  to  be 
concerned  about  the  psychological  aspects  of  informing  patients 
about  this  benefit  at  the  time  of  admission. 
SNF  WAGE  INDEX  STUDY 

"Miscellaneous  and  Technical  Amendments  1993"  also  calls 
for  a  study  of  wage  index.   We  have  no  objection  to  the 
collection  of  data  on  employee  compensation  and  paid  hours  of 
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employment  in  SNFs,  but  we  object  to  a  "stand-alone"  study  to 
reverse  the  current  payment  system.   The  current  system  should 
not  be  changed,  when  HHS  will  be  coming  forth  with  a  prospective 
payment  in  the  upcoming  months.   Why  spend  valuable  resources  to 
change  something  that  will  most  likely  be  reversed? 

As  you  can  tell,  we  are  very  concerned  over  various 
provisions  of  the  law  relating  to  long  term  care  coverage.   We 
have  historically  been  a  small  part  of  the  Medicare  budget.   Yet, 
we  have  been  taught  that  Medicare  principles  govern  our  operation 
now  and  will  do  so  in  the  future.   I  appreciate  the  opportunity 
to  testify  before  the  Subcommittee  and  will  be  happy  to  answer 
questions  about  the  proposal  or  our  concerns  relating 
specifically  to  Medicare  Part  A. 


114 

Mr.  Levin.  Thank  you. 

Ms.  Michael,  you  are  accompanied  by  Gwen  Gampel.  Welcome.  I 
also  welcome  Mr.  Deane. 
Please  proceed. 

STATEMENT  OF  MAUREEN  MICHAEL,  PAST  PRESffiENT,  NA- 
TIONAL RENAL  ADMINISTRATORS  ASSOCIATION,  AND  EXEC- 
UTIVE DIRECTOR,  CENTRAL  FLORIDA  KIDNEY  CENTER,  OR- 
LANDO, FLA^  ACCOMPANIED  BY  GWEN  GAMPEL,  FEDERAL 
RELATIONS  CONSULTANT,  NATIONAL  RENAL  ADMINISTRA- 
TORS ASSOCIATION 

Ms.  Michael.  Thank  you. 

Grood  afternoon,  members  of  the  subcommittee.  My  name  is 
Maureen  Michael,  and  I  am  the  executive  director  of  Central  Flor- 
ida Kidney  Center,  which  operates  two  nonprofit  dialysis  facilities 
in  Orlando,  Fla.  I  am  also  a  past  president  of  the  National  Renal 
Administrators  Association. 

I  appreciate  the  opportunity  to  appear  before  the  subcommittee 
this  afternoon  to  discuss  the  ESRD-related  budget  issues  and  ask 
that  the  entire  written  testimony  submitted  earlier  be  entered  into 
the  record.  My  oral  testimony  will  focus  on  two  recommendations. 

Mr.  Levin.  Without  objection,  all  of  your  testimony  will  be  fully 
incorporated  into  the  record. 

Ms.  Michael.  Thank  you. 

First,  we  strongly  recommend  the  subcommittee  approve 
ProPAC's  recommendations  18  and  19  which  call  for  a  2.5-percent 
update  to  the  composite  rate  for  dialysis  services  in  1994  and  im- 
provement of  the  data  quality  and  program  administration  by 
HCFA  for  dialysis  services. 

Concerning  President  Clinton's  1994  budget  requests,  we  urge  re- 
jection of  the  proposal  to  reduce  the  EPO  payments  by  $1  per  1,000 
units.  We  also  suggest  that  a  broader  study  be  conducted  before 
there  is  consideration  in  making  permanent  the  18-month  ESRD 
secondary  payer  provision. 

It  will  come  as  no  surprise  to  you  that  the  NRAA  wholeheartedly 
endorses  ProPAC's  recommendation  that  both  freestanding  and 
hospital-based  facilities  receive  a  2.5-percent  update. 

All  update  is  long  overdue.  For  20  years,  the  Federal  Govern- 
ment has  essentially  frozen  the  level  oi  payments  to  dialysis  facili- 
ties. Thanks  in  large  part  to  the  efforts  of  the  chairman  of  this  sub- 
committee, dialysis  pajonents  were  increased  by  $1  per  treatment 
in  1991.  Still,  adjusting  for  inflation,  dialysis  reimbursement  rates 
were  nearly  65-percent  lower  in  1991  than  they  were  in  1974  ac- 
cording to  the  committee's  1992  Green  Book. 

Now,  on  ProPAC's  formula  for  updating  dialysis  payments,  they 
have  determined  that  dialysis  services  should  receive  a  2.5-percent 
update  for  all  facilities  in  fiscal  year  1994.  To  arrive  at  this  rec- 
ommendation, ProPAC  has  calculated  that  a  market  basket  of  the 
^oods  providers  purchase  to  furnish  dialysis  services  is  projected  to 
increase  by  4.5  percent. 

ProPAC  also  believes  that  new  technologies  will  increase  the  cost 
per  treatment  by  1  percent  and  that  dialysis  facilities  can  only  ex- 
pect a  2-percent  increase  in  productivity. 
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Using  their  own  formula,  they  should  have  arrived  at  a  4.5-per- 
cent recommendation;  the  market  basket  at  4.5  percent,  plus 
science  technology  of  1  percent,  minus  productivity  of  1  percent 
brings  us  back  to  the  original  4.5  percent.  However,  they  decided 
to  further  reduce  the  update  recommendation  by  2  percent  as  a  dis- 
cretionary adjustment,  primarily  because  of  ProPAC's  lack  of  con- 
fidence in  HCFA's  data.  This  is  one  area  in  which  we  would  dis- 
agree with  their  analysis. 

NRAA  performed  our  own  cost  analysis  of  cost  report  data  and 
projections,  and  they  indicate  that  the  projected  mean  1994  blend- 
ed cost  per  dialysis,  being  a  blended  rate  of  82  percent 
hemodialysis  and  18  percent  CAPD,  will  be  $125.44.  To  arrive  at 
the  1994  projected  cost  per  dialysis,  we  used  ProPAC's  average  an- 
nual percentage  from  1989  to  1991. 

When  adjusted  for  both  the  additional  cost  of  5.1  percent,  which 
ProPAC  has  accepted  due  to  the  misallocation  of  overhead  costs  at- 
tributed to  EPO  on  the  cost  report,  and  an  average  additional  $3.45 
for  costs  associated  with  new  regulatory  requirements,  we  conclude 
that  the  actual  mean  blended  cost  for  dialysis  facilities  in  1994  will 
be  $135.13.  By  contrast,  median  payments  are  currently  $125  for 
freestanding  facilities  and  $130  for  hospital-based  facilities. 

We  understand  that  our  calculations  do  not  take  into  account  an 
adjustment  for  the  fact  that  cost  reports  used  in  the  analysis  have 
not  been  audited.  While  we  do  not  know  what  adjustments  should 
be  made,  we  believe  HCFA's  11.8  percent  offset,  which  ProPAC  has 
adopted,  is  too  high.  We  are  currently  researching  and  evaluating 
what  an  appropriate  audit  adjustment,  if  any,  should  be. 

To  continue  the  reimbursement  at  the  current  rate  will  not  allow 
the  ESRD  community  to  make  needed  changes.  While  no  study  has 
been  able  to  conclusively  link  quality  and  cost,  the  Institute  of 
Medicine  has  concluded  that  previous  decreases  in  reimbursement 
may  have  adversely  affected  quality.  They  have  recommended  that 
the  rate  should  be  updated  annually. 

We  would  like  to  remind  the  subcommittee  that  no  other  medical 
providers  have  been  forced  to  live  without  inflation  updates  like  di- 
alysis services.  In  addition,  no  other  medical  providers  have  less 
opportunity  to  cost  shift  than  dialysis  providers,  given  that  on  aver- 
age, 90  percent  of  payments  come  from  Medicare.  Nor  can  the  pro- 
ductivity gains  of  the  past  be  replicated  in  the  1990s.  We  cannot 
lower  our  staff-to-patient  ratios  any  further,  nor  can  we  continue 
to  downgprade  to  lesser  trained  and  less  costly  staff.  All  of  the  gains 
from  reusing  dialyzers  have  also  been  achieved. 

We  are  caring  for  a  patient  population  that  has  been  on  dialysis 
for  20-plus  years  and  now  have  more  comorbid  conditions  which  re- 
quire more  labor-intensive  care.  The  U.S.  Renal  Data  System  indi- 
cates that  many  facilities  need  to  increase  dialysis  treatment  times. 
This,  too,  will  increase  costs. 

In  conclusion,  we  again  thank  you  for  the  opportunity  to  testify 
before  this  subcommittee  this  afternoon.  We  strongly  endorse 
ProPAC's  recommendations  to  increase  payments  to  both  freestand- 
ing and  hospital-based  facilities  by  2.5  percent  in  fiscal  year  1994. 
As  the  persons  responsible  for  the  cost  reports  for  our  dialysis  fa- 
cilities, we  truly  believe  that  an  update  is  necessary  in  order  to 
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cover  our  increasing  costs  and  provide  quality  of  care  to  our  pa- 
tients. 

We  hope  that  our  testimony  has  provided  you  with  the  informa- 
tion you  need  to  offer  this  recommendation  as  part  of  the  sub- 
committee's fiscal  year  1994  budget  legislation. 

At  this  time,  I  would  be  pleased  to  answer  any  questions  you 
may  have. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  MAUREEN  MICHAEL, 

EXECUTIVE  DIRECTOR,  CENTRAL  FLORIDA  KIDNEY  CENTER,  ON 

BEHALF  OF  THE  NATIONAL  RENAL  ADMINISTRATORS  ASSOCIATION 


Good  afternoon  Mr.  Cliairniaii.  My  name  is  Maureen  Michael,  and  I  am  the 
executive  director  of  the  Central  Florida  Kidney  Center,  Inc.,  which  operates  two  non-profit 
dialysis  facilities  in  Orlando,  Florida.  I  am  also  a  past  president  of  the  National  Renal 
Administrators  Association  (NRAA).  The  NRAA  is  a  voluntary  organization  representing 
professional  managers  of  dialysis  facilities  and  centers  throughout  the  United  States.  Our 
members  manage  approximately  two-thirds  of  the  dialysis  units  in  this  country  which  provide 
dialysis  services  to  a  majority  of  Medicare  End-Stage  Renal  Disease  (ESRD)  patients.  The 
association  was  founded  to  provide  information  and  education  to  our  members  and  to  work 
with  the  Congress,  the  Admini.stration  and  other  oversight  organizations  on  the  Medicare 
ESRD  program. 

I  appreciate  the  opportunity  to  appear  before  the  Subcommittee  this  afternoon  to 
discuss  ESRD  related  budget  issues.  My  testimony  will  focus  on  four  recommendations 
related  to  the  Medicare  ESRD  program: 

•  We  strongly  recommend  the  Subcommittee  approve  the  Prospective  Payment 
A.s.sessment  Commission's  recommendations  18  and  19,  which  call  for  a  2.5%  update 
to  the  composite  rate  for  dialysis  services  in  1994,  and  improvement  of  data  quality 
and  program  administration  by  HCFA  for  dialysis  services. 

•  Concerning  President  Clinton's  1994  Budget  requests,  we  urge  rejection  of  the 
proposal  to  reduce  the  payment  for  EPO  by  $1  per  1,000  unit.s.  We  aLso  suggest  that 
a  broader  study  be  conducted  before  there  is  consideration  in  making  permanent  the 
18  month  ESRD  secondary  payer  provision. 

•  With  regard  to  health  care  reform,  we  strongly  encourage  the  Subcommittee  to 
include  renal  related  medical  services  and  transplantation  in  any  "standard"  or 
"comprehensive"  benefits  package  developed  and  that  the  Medicare  ESRD  program 
be  maintained  as  it  is  currently  structured. 

•  Lastly,  we  believe  that  the  United  Slates  Renal  Data  System  (USRDS)  must  be 
adequately  funded  and  .supported  and  that  the  contract  require  the  collection  of  both 
cost  and  quality  data  in  a  format  dialysis  facilities  can  access  and  utilize. 

ENDORSEMENT  OF  PROPAC  2.5%  UPDATE  RECOMMENDATION 

It  will  come  as  no  surprise  to  you  that  the  NRAA  wholeheartedly  endorses  ProPAC's 
recommendation  that  both  freestanding  and  hospital-based  dialysis  facilities  receive  a  2.5% 
update  in  their  1994  composite  rate  payments. 

In  fact,  we  believe  their  recommendation  is  on  the  low  side.  This  is  ba.sed  on  our 
own  analysis  of  ProPAC  average  cost  data  trended  forward  and  modified  to  include  some 
additional  costs  for  new  regulatory  rec|uirements  and  revision  of  the  mi.sallocation  of 
overhead  costs  associated  with  El'O.  However,  knowing  full  well  the  cost  constrained 
environment  we  are  facing,  a  2.5%  update  would  be  a  reasonable  compromise.  We  truly 
believe  this  increase  is  vitally  necessary  to  maintain  quality  of  care  in  dialysis  units. 

REASONS  rO  SUPPORT  INCREASE 

An  update  is  long  overdue.  For  twenty  years  the  Federal  government  has  essentially 
frozen  the  level  of  payments  to  dialysis  facilities.  The  initial  reimbursement  rates  for 
outpatient  dialysis  were  established  in  197.^  and  remained  unchanged  until  1983.  The  rates 
were  lowered  in  1983  and  again  in  198().  During  this  time,  no  adjustment  was  made  for 
inflation. 
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Thanks  in  large  part  to  your  efforts  Mr.  Chairman,  dialysis  payments  were  increased 
by  $1  per  treatment  in  1991.  Still,  adjusting  for  inflation,  dialysis  reimbursement  rates  wei^e 
nearly  65%  lower  in  1991  than  they  were  in  1974,  according  to  the  committee's  1992  Green 
Book. 

You  may  recall  that  you  spoke  before  our  annual  meeting  in  Washington  in  1990,  at 
which  time  you  hoped  to  increase  payments  by  $3  or  $4  per  treatment.  Now,  we  hope  you 
will  continue  to  support  your  original  pledge. 

By  all  accounts,  in  real  dollars,  payment  rates  per  dialysis  have  fallen  steadily  over 
the  program's  history.  We  will  also  be  the  first  to  admit  that  some  operating  costs  also  went 
down  during  the  1970s  and  1980s  and  we  achieved  some  impressive  productivity  gains. 
Now  however,  in  the  1990s  we  face  a  very  different  picture  as  ProPAC  points  out  in  their 
1993  March  Report  to  Congress. 

PROPAC  FORMULA  FOR  UPDATING  DIALYSIS  PAYMENTS 

Using  a  formula  similar  to  the  one  used  to  calculate  the  hospital  payment  update, 
ProPAC  has  determined  that  dialysis  services  should  receive  a  2.5%  update  for  hospital- 
based  and  free-standing  facilities  in  FY  1994. 

To  arrive  at  this  recommendation,  ProPAC  has  calculated  that  a  "market  basket"  of 
the  goods  and  services  providers  purchase  to  furnish  dialysis  services  is  projected  to  increase 
in  FY  1994  by  4.5%. 

ProPAC  also  believes  that  new  technologies  will  increase  the  cost  per  dialysis 
treatment  by  1%  in  FY  1994.  We  think  that  this  may  be  low  as  many  dialysis  facilities  are 
now  faced  with  the  need  to  replace  older  equipment  with  more  technologically  advanced 
high  flux  and  high  efficiency  hemodialysis  machines,  as  well  as,  upgrade  their  physical  plant. 
While  the  new  machines  initially  lowered  treatment  times,  now  treatment  sessions  have 
become  both  more  capital  and  supply  intensive  resulting  in  significant  increases  in  costs  per 
treatment. 

To  further  measure  changes  in  projected  costs  ProPAC  looked  at  future  changes  in 
costs  attributable  to  improvements  in  productivity.  Based  on  a  Project  HOPE  study  they 
concluded  that  the  "marked  productivity  gains  experienced  in  the  dialysis  industry  through 
1987  are  not  likely  to  continue."  Instead,  "scientific  and  technological  advances  have 
changed  the  nature  of  dialysis  services  such  that  only  modest  improvements  in  productivity 
are  expected." 

Realistically,  the  commission  concluded  that  dialysis  facilities  can  expect  only  a  2% 
increase  in  productivity  in  FY  1994.  They  believe  the  savings  from  increased  productivity 
should  be  shared  equally  by  the  industry  and  Medicare,  resulting  in  a  productivity 
adjustment  of  1%. 

Using  their  own  formula  they  should  have  arrived  at  a  4.5%  recommendation  (i.e. 
market  basket  4.5%  +  science  and  technology  1%  -  productivity  -1%  =  4.5%).  However, 
they  decided  to  further  reduce  the  update  recommendation  by  2%  as  a  "discretionary 
adjustment,"  primarily  because  of  ProPAC's  lack  of  confidence  in  HCFA's  data.  This  is  one 
area  in  which  we  would  disagree  with  their  analysis. 

NRAA  COST  ANALYSIS 

Our  own  analysis  of  cost  report  data  and  projections  indicate  that  the  projected  mean 
blended  1994  cost  per  dialysis  (82%  hemodialysis  and  18%  CAPD)  will  be  $125.44.  To 
arrive  at  the  1994  projected  cost  per  dialysis  we  used  ProPAC's  average  annual  percentage 
change  from  1989-1991.  When  adjusted  for  both  the  additional  cost  of  5.1%  (which  ProPAC 
has  accepted)  due  to  the  misallocation  of  overhead  costs  attributed  to  EPO  on  the  cost 
report  and  an  average  additional  $3.45  for  costs  associated  with  new  regulatory 
requirements,  we  conclude  that  the  actual  mean  blended  cost  for  freestanding  facilities  in 
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1994  will  be  $135.13.  By  contrast,  median  payments  are  $126  for  freestanding  facilities  and 
$130  for  hospital-based  facilities. 

There  are  many  costs  which  have  only  recently  been  incurred  by  dialysis  facilities  thai 
are  not  part  of  the  actual  costs  as  stated  in  the  1989-1990  data,  which  ProPAC  used  for  its 
analysis.  Some  of  these  costs  are,  but  are  not  limited  to:  (I)  regulatory  changes,  such  as 
CLIA  which  will  increase  monitoring  and  testing  costs  for  all  out-patient  facilities;  (2) 
increased  cost  for  disposal  of  contaminated  waste;  (3)  state  nursing  practice  act  changes 
which  are  causing  increased  requirements  for  licensed  staff  as  opposed  to  unlicensed  patient 
care  technicians;  (4)  increased  costs  associated  with  the  recapitalization  of  dialysis  facilities 
or  new  high  flux/high  efficiency  dialysis  equipment;  and  (5)  increased  disposable  supply 
costs  for  high  flax/high  efficiency  dialyzers  and  lines.  Our  studies  indicate  that  regulatory 
compliance  costs  will  add  approximately  $3.45  per  dialysis. 

We  understand  that  our  calculations  do  not  take  into  account  an  adjustment  for  the 
fact  that  the  cost  reports  used  in  the  analysis  have  not  been  audited.  While  we  do  not 
know  what  adjustment  should  be  made,  we  believe  HCFA's  11.8%  adjustment,  which 
ProPAC  has  decided  to  adopt,  is  too  high.  We  are  currently  researching  and  evaluating 
what  an  appropriate  audit  adjustment,  if  any,  should  be. 

In  short,  we  believe  dialysis  costs  in  1994  will  be  higher  than  ProPAC  has  projected 
and  therefore  a  larger  percentage  update  could  be  justified.  However,  we  recognize  the  cost 
constraints  the  Subcommittee  will  be  under  this  year  and  that  the  Budget  Resolution  will 
probably  include  a  recommendation  lor  at  least  $3  billion  in  Medicare  savings  for  FY  1994. 
Given  this  fact  we  strongly  encourage  the  Subcommittee  to  support  ProPAC's  2.5%  increase 
in  payments  to  both  freestanding  and  hospital-based  dialysis  facilities. 

FAILURE  TO  INCREASE  DIALYSIS  REIMBURSEMENT 

To  continue  the  reimbursement  at  the  current  rate  will  not  allow  the  ESRD 
community  to  make  needed  changes.  While  no  study  has  been  able  to  conclusively  link 
quality  and  cost,  the  Institute  of  Medicine  has  concluded  that  "previous  decreases  in 
reimbursement  may  have  adversely  affected  quality."  They  have  recommended  that  the  rate 
should  be  updated  annually. 

We  would  like  to  remind  the  Subcommittee  that  no  other  medical  providers  have 
been  forced  to  live  without  inflation  updates  like  dialysis  providers.  In  addition,  no  other 
medical  provider  has  le.ss  opportunity  to  cost  shift  than  dialysis  providers  given  that  on 
average  90%  of  reimbursement  comes  from  Medicare.  Nor  can  the  productivity  gains  of 
the  past,  be  replicated  in  the  1990s.  We  cannot  lower  our  staff  to  patient  ratios  any  further 
nor  can  we  continue  to  downgrade  to  les.ser  trained  and  less  costly  staff.  All  of  the  gains 
from  reusing  dialyzers  have  also  been  achieved. 

Also  we  are  now  caring  for  a  patient  population  that  has  been  on  dialysis  for  twenty 
years  and  they  now  have  more  co-niorbid  conditions  which  require  more  labor  intensive 
care.  The  United  States  Renal  Data  System  (USRDS)  data  indicates  that  many  facilities 
need  to  increase  dialysis  treatment  times.  This  too  will  increase  costs. 

Mr.  Chairman,  given  all  of  these  facts  we  believe  that  a  2.5%  update  is  a  small  price 
for  Medicare  to  pay  to  help  ensure  that  dialysis  facilities  can  continue  to  provide  quality 
care  to  this  vulnerable  population. 


EPO  REIMBURSEMENT  REDUCTION 

Included  in  both  President  Clinton's  1994  Propo.sed  Budget  and  in  Congressman 
Rostenkowski's  HR  21  is  a  proposal  to  reduce  Medicare's  payment  for  EPO  by  $1  from  $1 1 
per  1,000  units  to  $10  for  the  same  number  of  units.  We  who  have  to  purchase  prescription 
drugs  for  our  patients  are  only  too  aware  of  the  high  cost  of  drugs  today.   As  a  result,  we 
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are  very  sympathetic  to  Congress'  efforts  to  reduce  the  price  of  drugs. 

However,  we  beUeve  the  current  proposal  is  aimed  at  the  wrong  target.  Providers 
are  currently  placed  in  an  unfair  bargaining  position  and  think  the  fight  should  be  between 
the  government  and  the  drug  company.  Renal  administrators  are  not  in  the  best  position 
to  help  drive  down  the  cost  of  EFO.  Dialysis  facilities  as  a  condition  of  Medicare 
participation  must  provide  EPO  to  patients  who  have  prescriptions  for  the  drug.  Yet  we  are 
faced  with  having  to  purchase  EPO  in  a  monopolistic  situation.  Amgen  is  the  only 
manufacturer  of  EPO  and  has  reserved  the  sole  right  to  sell  EPO  to  dialysis  facilities. 
Because  of  the  monopolistic  situation,  we  cannot  invoke  prudent  buying  principles  nor  will 
we  be  able  to  cover  the  cost  of  the  drug  if  the  reimbursement  is  reduced  by  $1.00. 

A  1990  NRAA  survey  found  that  additional  personnel,  supplies,  billing  and  handling 
costs  require  facilities  to  have  more  staff  on  duty  and  to  spend  on  average  $5.37  per  EPO 
treatment  for  these  items  and  services.  This  figure  does  not  take  into  account  additional 
nursing  supervision  of  nonRN  staff,  additional  unreimbursed  lab  tests,  quality  a.ssurance 
programs,  financing  charges  or  increased  bad  debt. 

While  we  recognize  that  providers  have  different  purchasing  powers  all  of  us  have 
these  additional  costs  that  the  composite  rate  does  not  cover.  These  additional  costs  are 
not  reflected  in  the  composite  rate  because  the  formula  was  constructed  before  EPO  was 
invented. 

In  addition,  these  costs  were  not  included  in  the  latest  Office  of  Inspector  General's 
report  on  the  profitability  of  this  drug  to  facilities. 

We  urge  the  Subcommittee  to  reconsider  the  payment  reduction  and  find  an 
alternative  solution  to  reducing  the  cost  of  this  drug  to  Medicare. 

MEDICARE  ESRU  SECONDARY  PAYER  PROVISION 

Included  in  President  Clinton's  proposed  1994  Budget  is  a  proposal  to  make 
permanent  the  18  month  Medicare  ESRD  secondary  payer  provision  instead  of  allowing  it 
to  expire  at  the  end  of  1995.  There  is  also  a  propo.sal  to  conform  the  ESRD  requirements 
to  tho.se  included  in  the  other  secondary  payer  provisions.  This  would  result  in  covering  the 
aged  and  disabled  with  ESRD  beneficiaries  in  the  ESRD  secondary  payer  provision  and 
establish  an  employer  threshold  of  20  or  more  employees  for  triggering  this  secondary  payer 
requirement. 

The  General  Accounting  Office  (GAO)  in  a  recent  study,  entitled  "Millions  in  End- 
Stage  Renal  Disease  Expenditures  Shifted  to  Employer  Health  Plans,"  found  a  small  number 
of  beneficiaries  and  spouses  were  adversely  affected  by  the  ESRD  secondary  payer 
provision.  The  study  concluded  that  a  small  number  of  beneficiaries  had  more  difficulty 
obtaining  a  job,  lost  their  jobs  or  health  insurance  coverage  as  a  result  of  the  secondary 
payer  provision. 

Unfortunately,  the  GAO  study  was  based  on  a  very  limited  sample  and  they  qualified 
their  conclusions  by  stating  that  other  factors  other  than  ESRD  costs  may  be  involved  in  the 
reported  problems. 

The  NRAA  would  oppose  any  Medicare  policy  that  limited  access  to  employment  or 
employer-based  health  insurance  for  ESRD  patients.  Given  the  inconclusive  nature  of  the 
GAO  study,  we  would  urge  that  a  broader  study  be  conducted.  This  study  should  determine 
job  and  health  insurance  access  problems  before  the  Subcommittee  considers  making  the 
18  month  provision  permanent  or  extending  the  provision  to  aged  and  disabled  ESRD 
patients. 

President  Clinton's  health  care  reform  proposal  may  make  this  issue  moot.  The 
NRAA  would  suggest  that  no  action  be  taken  until  we  all  understand  how  President  Clinton 
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intends  to  ensure  access  to  health  insurance  for  ESRD  patients. 

HEALTH  CARE  REFORM 

It  is  our  understanding  that  a  component  of  health  care  reform  will  be  the 
development  of  a  standard  or  comprehensive  benefit  package  that  all  plans  or  employers 
will  have  to  provide. 

While  Medicare  covers  approximately  93%  of  the  ESRD  population,  a  growing 
number  of  ESRD  patients  are  not  eligible  for  the  Medicare  benefit,  according  to  a  recent 
Institute  of  Medicine  Study  entitled  "Kidney  Failure  and  the  Federal  Government."  This 
study  points  out  that  the  "absolute  number  of  such  patients  has  been  growing,  and 
substantial  variation  exists  among  states  and  major  cities."  They  go  on  to  say  thai  the  major 
non-Medicare  sources  for  financing  ESRD  treatment  are  not  adequate  to  meet  the  need  of 
the  unentitled  patients.  The  Department  of  Veterans  Affairs  dialysis  program  is  shrinking, 
the  Indian  Health  Service  faces  many  otiier  demands  on  its  limited  resources,  and  the  19 
of  the  20  states  that  do  have  a  state  kidney  disease  program  have  benefits  that  vary  and 
budgets  that  are  not  increasing.  Thirty  one  states  have  no  state  kidney  disease  programs  at 
all.  With  regard  to  Medicaid,  the  report  states  that,  "Although  Medicaid  ESRD  benefits 
appear  to  be  adequate  in  many  states,  in  others,  they  are  not,  as  eligibility  criteria  and 
covered  benefits  vary  widely  according  to  state  discretion." 

Given  the  current  situation  there  is  an  absolute  need  for  ESRD  treatments  to  be 
included  in  any  health  care  reform  benefits  package.  Therefore,  we  strongly  recommend 
that  all  medically  necessary  renal  related  care  be  a  covered  benefit. 

The  NRAA  also  strongly  urges  that  the  Medicare  ESRD  program  not  be  restructured 
as  part  of  health  care  reform.  If  anything,  the  Congress  and  Clinton  Administration  should 
examine  the  Medicare  ESRD  program  as  a  model  for  health  care  reform.  This  program  has 
been  enormously  effective  in  terms  of  access  to  quality  care,  the  number  of  lives  saved  and 
increased  life  expectancy.  With  prospective  capitated  payments  for  dialysis  treatments  and 
physician  services,  the  ESRD  program  serves  as  a  model  for  cost  effective  managed  care. 
The  ESRD  program  is  also  a  first  rate  example  of  how  the  government,  as  a  virtual  single 
payer,  can  tightly  constrain  per  patient  costs. 

The  ESRD  program  should  be  studied  carefully  before  any  changes  are 
recommended.  Certainly,  once  health  care  reform  is  enacted  and  operative,  we  would 
expect  the  Medicare  ESRD  program  to  be  re-evaluated  for  possible  re-structuring.  But  for 
now  we  would  not  want  to  see  changes  made  that  could  in  any  way  affect  the  current  access 
ESRD  patients  have  to  a  first  rate  system  of  medical  benefits. 

IMPORTANCE  OF  US  RENAL  DATA  SYSTEM 

The  United  States  Renal  Data  System  (USRDS)  was  created  in  May  1988  to  collect 
and  analyze  information  on  the  incidence,  prevalence,  morbidity  and  mortality  of  ESRD  in 
the  United  States. 

To  our  knowledge  the  new  contract,  which  is  suppose  to  begin  in  July  1993,  has  not 
been  awarded.   As  a  result,  all  activity   aside  from  closing  the  registry  has  been  stopped. 

It  would  be  a  terrible  blow  to  patients,  providers  and  the  research  community  if  the 
USRDS  is  not  continued.  Physicians  and  dialysis  facilities  are  now  using  the  data  from  the 
annual  studies  to  evaluate  their  own  facility's  performance  against  the  national  standards  for 
the  purpose  of  improving  quality  care.  This  data  could  be  utilized  to  help  develop  much 
needed  quality  standards  for  the  industry. 

The  NRAA  urges  the  Subcommittee  to  encourage  the  National  Institute  of  Diabetes 
and  Digestive  and  Kidney  Diseases  (NIDDK)  to  quickly  award  the  new  contract.  Further, 
we  suggest  that  the  registry  should  be  required  to  collect  both  cost  and  quality  data  so  that 
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it  can  fulfill  its  legal  mandate  and  provide  the  renal  community  the  vital  data  it  needs  to 
promote  quality  care  in  the  most  cost  effective  manner. 

CONCLUSION 

Mr.  Chairman  we  again  thank  you  for  the  opportunity  to  testify  before  the 
Subcommittee  this  afternoon.  We  strongly  endorse  ProPAC's  recommendation  to  increase 
payments  to  both  freestanding  and  hospital-based  dialysis  facilities  by  2.5%  in  FY  1994.  As 
the  persons  responsible  for  the  costs  reports  for  our  dialysis  facilities,  we  truly  believe  that 
an  update  is  necessary  in  order  to  cover  our  increasing  costs  and  provide  quality  care  to  our 
patients.  We  hope  that  our  testimony  has  provided  you  with  the  information  you  need  to 
offer  this  recommendation  as  part  of  the  subcommittee's  FY  1994  budget  legislation. 

At  this  time  I  would  be  pleased  to  answer  any  questions  you  may  have. 
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Mr.  Levin.  Thank  you  very  much. 
Dr.  Lundin,  you  are  last. 

STATEMENT  OF  A.  PETER  LUNDIN,  MX).,  PRESmENT, 
AMERICAN  ASSOCIATION  OF  KIDNEY  PATIENTS 

Dr.  LuNDEsi.  Thank  you,  Mr.  Chairman  and  members  of  the  Sub- 
committee on  Health. 

I  am  pleased  to  be  here  today  on  behalf  of  the  American  Associa- 
tion of  Kidney  Patients.  My  name  is  Peter  Lundin.  I  am  president 
of  AAKP  and  a  practicing  nephrologist  caring  for  dialysis  and 
transplant  patients. 

Moreover,  I  have  been  on  hemodialvsis  myself  for  over  25  years 
and  am  currently  the  recipient  of  a  kidney  transplant. 

There  are  three  points  I  would  like  to  make  before  the  sub- 
committee today.  First,  I  want  to  comment  on  the  current  state  of 
dialysis  treatment  in  the  United  States  and  to  draw  the  necessary 
implications  for  both  reimbursement  policy  and  the  need  for  imple- 
mentation of  quality  standards. 

Data  show  that  dialysis  patients  in  the  United  States  suffer 
higher  mortality  and  morbidity  rates  than  patients  in  practically 
every  other  industrialized  nation.  All  the  reasons  for  this  situation 
have  not  been  identified,  but  it  is  certain  that  the  absence  of  qual- 
ity standards  for  dialysis  treatments  has  allowed  a  significant  de- 
cline in  the  duration  of  dialysis  therapy  and,  therefore,  the  ade- 
quacy of  the  treatments  themselves. 

In  addition,  reductions  in  the  availability  of  skilled  personnel, 
such  as  nurses,  social  workers,  and  dietitians  are  likely  a  signifi- 
cant part  of  the  problem.  Furthermore,  it  is  probable  that  reim- 
bursement levels  for  ESRD  in  recent  years  in  failing  to  meet  the 
rising  costs  have  also  played  a  role  in  the  decline  in  quality  care. 

We  have  through  HCFA  and  the  U.S.  Renal  Data  Systems  quan- 
titative analyses  and  data  directly  linking  outcomes  such  as  death 
in  dialysis  patients  to  the  amount  of  dialysis  received.  To  deal  with 
this  problem,  AAKP  urges  the  subcommittee  to  direct  HCFA,  work- 
ing with  professional  and  patient  communities,  to  develop  practice 
guidelines  leading  to  enforceable  standards  of  care  and  regulations 
to  assure  this. 

Dialysis  units  should  then  be  required  to  comply  with  these  regu- 
lations with  appropriate  penalties  for  noncompliance.  AAKFs  pur- 
pose in  making  this  recommendation  is  to  improve  the  level  of  care 
in  these  dialysis  imits,  which  fall  below  acceptable  standards,  rath- 
er than  simply  shutting  them  down  or  excluding  them  from  Medi- 
care. 

It  is  time,  we  believe,  for  the  Congress,  HCFA,  and,  indeed,  the 
American  taxpayer  to  have  the  assurance  that  money  spent  on  suc- 
cessfully extending  the  lives  of  hundreds  of  thousands  of  people 
with  end-stage  renal  disease  be  linked  with  meaningful  standards 
that  not  only  assure  a  decent  quality  of  life,  but  encourage  and  fos- 
ter rehabilitation  and  a  return  to  a  productive  normal  life.  There- 
fore, AAKP  supports  ProPAC's  recommendation  for  an  increase  in 
the  reimbursement  rate,  provided  it  is  linked  to  an  improvement 
in  quality  of  care. 

My  second  point  addresses  reimbursement  for  erythropoietin. 
AAKP  remains  vitally  concerned  about  the  need  to  assure  the 
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availability  of  EPO  to  all  kidney  patients  who  can  benefit  from  it. 
EPO  has  made  it  possible  for  thousands  of  patients  to  lead  more 
normal  lives  and  has  reopened  the  possibility  for  a  great  many  for- 
merly debilitated  patients  to  return  to  gainful  productive  employ- 
ment. 

AAKP  cannot  assert,  however,  that  the  proposed  reduction  in 
Medicare  reimbursement  for  EPO  will  lead  to  decreased  availabil- 
ity. We  ask  this  subcommittee,  nevertheless,  to  direct  HCFA  to  con- 
duct ongoing  studies  of  the  consequences  of  any  changes  in  ESRD 
reimbursement. 

Lastly,  with  regard  to  the  Medicare  secondary  payer  issue,  par- 
ticularly the  question  of  whether  to  make  the  current  18-month  pe- 
riod permanent,  AAKP  believes  that  the  impact  of  this  provision  on 
the  ability  of  kidney  patients  to  obtain  or  maintain  employment 
has  not  been  fully  evaluated. 

The  GAO  study  is  certainly  far  from  conclusive,  but  it  did  clearly 
suggest  that  some  patients  and/or  spouses,  however  small  the  num- 
bers, did  experience  job  rejections  because  of  health  insurance 
costs. 

The  growing  numbers  of  employable  dialysis  patients,  a  phe- 
nomenon attributable  in  part  to  the  use  of  EPO,  suggests  there  is 
a  need  to  pay  more  attention  to  the  remaining  emplo3mient  barriers 
faced  by  individuals  with  substantial  health  care  expenses.  Small 
employers  who  are  most  likely  to  provide  new  jobs  are  also  the 
least  likely  under  current  conditions  to  provide  health  insurance 
coverage  for  any  workers  perceived  to  be  disabled,  particularly  kid- 
ney dialysis  ana  transplant  patients. 

Unless  an  overall  national  health  insurance  reform  package  can 
be  developed  that  provides  protection  for  those  with  high  health 
care  costs  from  losing  or  not  getting  jobs,  we  believe  that  making 
the  18-month  secondary  payer  provision  permanent  at  this  time 
may  have  a  negative  impact  on  patient  access  to  employment  op- 
portunities. 

We  respectfully  suggest,  therefore,  that  it  might  be  prudent  to 
delay  final  action  on  this  proposal  until  the  national  health  insur- 
ance reform  package  has  been  developed. 

We  appreciate  this  opportunity  to  address  the  subcommittee  and 
will  be  happy  to  answer  any  questions. 

Thank  you. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  A.  PETER  LUNDIN,  MJ>^ 
PRESIDENT,  AMERICAN  ASSOCIATION  OF  KIDNEY  PATIENTS 

MR.  CHAIRMAN  AND  MBMBEKS  OP  THE  SUBCOMMITTEE  ON  HEALTH  I  AM 
PLBASBD  TO  BE  HERB  TODAY  ON  BEHALF  OP  THE  AMERICAN  ASSOCIATION  OF  KIDNEY 
PATIENTS  (AAKP).  MY  NAME  IS  PETER  LUNDIN.  I  AM  PRESIDENT  OP  AAKP  AND  A 
PRACTICING  NEPHROLOGIST.  MOREOVER,  I  HAVE  BEEN  A  DIALYSIS  PATIE.'JT  MYSELF 
FOR  THE  PAST  25  YEARS  AND  I  AM  THE  RECIPIENT  OF  A  KIDNEY  TRANSPLANT. 

I  WANT  TO  PREFACE  MY  REMARKS  BY  EMPHASIZING  THAT  THE  MEMBERSHIP  OF 
AAKP  IS  CONCERNED  NOT  ONLY  WITH  THE  AVAILABILITY  OF  DIALYSIS  SERVICES  TO 
THOSE  WHOSE  LIVES  DEPEND  ON  IT,  BUT  WITH  THE  QUALITY  OF  THESE  SERVICES  AS 
WELL.  AS  A  NATIONAL  ORGANIZATION  OF  KIDNEY  PATIENTS  AND  PROFESSIONALS,  IT 
IS  OUR  PROFOUND  CONVICTION  THAT  CONGRESS  MUST  INSURE  BOTH  THE  PROVISION 
OF  AN  ADEQUATE  RATE  OF  REIMBURSEMENT  AND  THE  EXISTENCE  OF  QUALITY 
STANDARDS  TO  GUARANTEE  THE  HEALTH,  SAFETY  AND  DECENT  QUALITY  OF  LIFE  FOR 
ALL  DIALYSIS  PATIENTS. 

THERE  ARE  THREE  POINTS  WE  WISH  TO  MAKE  TO  THE  SUBCOMMITTEE  TODAY. 

1.  FIRST,  I  WANT  TO  COMMENT  ON  THE  CURRENT  STATE  OF  DIALYSIS  TREATMENT  IN 
THE  UNITED  STATES  TODAY  AND  TO  DRAW  THE  NECESSARY  IMPLICATIONS  FOR  BOTH 
REIMBURSEMENT  POLICY  AND  THE  IMPLEMENTATION  OF  QUALITY  STANDARDS. 

IT  IS  A  DEPLORABLE  FACT  THAT  DIALYSIS  PATIENTS  IN  THE  UNITED  STATES 
SUFFER  HIGHER  MORTALITY  AND  MORBIDITY  RATES  THAN  PATIENTS  IN  PRACTICALLY 
EVERY  OTHER  INDUSTRIALIZED  NATION  IN  THE  WORLD.  THE  REASONS  FOR  THIS 
SITUATION  ARE  NOT  ALTOGETHER  CLEAR,  BUT  IT  IS  CERTAIN  THAT  THE  ABSENCE  OF 
QUALITY  STANDARDS  IN  THE  U.S.,  COMBINED  WITH  A  SIGNIFICANT  DECLINE  IN  THE 
DURATION  AND  THEREFORE  THE  ADEQUACY  OF  DIALYSIS  TREATMENTS,  AS  WELL  AS 
REDUCTIONS  IN  THE  AVAILABILPTY  OF  SKILLED  PERSONNEL  SUCH  AS  NURSES,  SOCIAL 
WORKERS  AND  DIETICIANS  HAVE  BEEN  A  SIGNIFICANT  PART  OF  THE  PROBLEM.  AND  IT 
IS  ALSO  CLEAR  THAT  REIMBURSEMENT  LEVELS  FOR  ESRD  IN  RECENT  YEARS  HAVE  BEEN 
IMPLICATED  IN  THE  DECLINE  IN  QUALITY  CARE. 

FOR  THESE  REASONS,  AAKP  SUPPORTS  PROPAC'S  RECOMMENDATION  FOR  AN 
INCREASE  IN  THE  DIALYSIS  REIMBURSEMENT  RATE.  AAKP  IS  NOT  IN  A  POSITION  TO 
EVALUATE  IN  DETAIL  THE  SPECIFIC  AMOUNT  OF  THE  RATE  INCREASE  RECOMMENDED 
BY  PROP  AC  IN  ITS  REPORT  TO  THE  COMMITTEE.  HOWEVER,  IT  IS  CLEAR  FROM  PROPAC'S 
REPORT  AND  TESTIMONY  THAT  PROPAC  ITSELF  ACKNOWLEDGES  NOT  ONLY  A  MAJOR 
CURRENT  GAP  BETWEEN  COSTS  AND  PAYMENTS  BUT  THAT  THE  DIALYSIS  INDUSTRY 
WILL  NOT  BE  ABLE  TO  CONTINUE  TO  ACHIEVE  THE  PRODUCTIVITY  IMPROVEMENTS 
WHICH  LED  TO  COST  SAVINGS  IN  PRIOR  YEARS. 

MOREOVER,  I  CAN  TELL  YOU  THAT  MANY  OF  THE  "COST  SAVING"  MEASURES 
TAKEN  BY  DIALYSIS  FAOLITIES  -  IN  PART  BECAUSE  THE  COMPOSITE  REIMBURSEMENT 
RATE  HAS  NOT  KEPT  PACE  WITH  INFLATION  OR  RISING  COSTS  -  HAVE  PRODUCED 
INCREASED  INODENTS  OF  INPATIENT  HOSPITALIZATION  AND  HAVE  GIVEN  RISE  TO 
THE  NEED  FOR  OTHER  COSTLY  MEDICAL  TREATMENTS  RESULTING  FROM  INADEQUATE 
DIALYSIS.  IN  SHORT,  THIS  SITUATION  IS  ESSENTIALLY  COUNTER  PRODUCTIVE  FROM 
THE  STANDPOINT  OF  COST  EFFECTIVENESS  FOR  THE  MEDICARE  PROGRAM. 

WE  URGE  THE  SUBCOMMITTEE,  THEREFORE,  TO  CAREHJLLY  CONSIDER  THE 
CURRENT  CIRCUMSTANCES  AND  PROVIDE  AN  APPROPRIATE  RATE  OF  INCREASE  FOR 
DIALYSIS  SERVICES  WHICH  WILL  ENABLE  FACILmES  TO  PROVIDE  COST-EFFECTIVE, 
HIGH  QUALTTY  CARE. 

IN  ADDmON,  NOW  THAT  WE  HAVE,  THROUGH  THE  HEALTH  CARE  FINANCING 
ADMINISTRATION  (HCFA)  AND  U.S.  RENAL  DATA  SYSTEM,  DATA  AND  QUANTITATIVE 
ANALYSES  DIRECTLY  LINKING  OUTCOMES  (DEATH)  TO  THE  AMOUNT  OF  DIALYSIS 
RECEIVED,  AAKP  URGES  THE  SUBCOMMITTEE  TO  DIRECT  HCFA  TO  DEVELOP 
ENFORCEABLE  QUALTTY  OF  CARE  AND  OUTCOME  REGULATIONS.  DIALYSIS  UNITS 
SHOULD  BE  REQUIRED  TO  COMPLY  WTTH  THESE  REGULATIONS  AND  APPROPRIATE 
PENALTIES  FOR  NONCOMPLIANCE  SHOULD  BE  EMPLOYED.  AAKP'S  PURPOSE  IN 
MAKING  THIS  RECOMMENDATION  IS  TO  IMPROVE  THE  OUTCOMES  OF  DIALYSIS  UNITS 
RATHER  THAN  SIMPLY  SHUTTING  THEM  DOWN  OR  EXCLUDING  THEM  FROM  MEDICARE. 
BUT  n  IS  TIME,  WE  BELIEVE,  FOR  THE  CONGRESS,  HCFA,  AND  INDEED  THE  AMERICAN 
TAXPAYER,  TO  HAVE  THE  ASSURANCE  THAT  THE  MONEY  SPENT  ON  SUCCESSFULLY 
EXTENDING  THE  LIVES  OF  HUNDREDS  OF  THOUSANDS  OF  PEOPLE  WTTH  END-STAGE 
RENAL  DISEASE  IS  LINKED  WITH  MEANINGFUL  STANDARDS  THAT  NOT  ONLY  ASSURE  A 
DECENT  QUALITY  OF  LIFE  BUT  ENCOURAGE  AND  POSTER  REHABILITATION  AND  A 
RETURN  TO  PRODUCTIVE  NORMAL  LIFE. 

2  MY  SECOND  POINT  ADDRESSES  THE  ISSUE  OF  MEDICARE  REIMBURSEMENT  FOR 
ERYTHROPOIETIN  (EPO).  AAKP  REMAINS  VTTALLY  CONCERNED  ABOUT  THE  NEED  TO 
ASSURE  THE  AVAILABILITY  OF  EPO  TO  ALL  KIDNEY  PATIENTS  WHO  CAN  BENEFIT  FROM 
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IT.  BPO  HAS  MADE  IT  POSSIBLE  Km  THOUSANDS  OF  PATIENTS  TO  LEAD  MORE  NORMAL 
LIVES  AND  HAS  RWJVHNHU  THE  POSSIBILITY  FOR  A  GREAT  MANY  FORMERLY 
DEBILITATED  PATIENTS  TO  RETURN  TO  GAINFUU  PRODUCTIVE  EMPLOYMENT.  WHILE 
AAKP  CANNOT  ASSERT  THAT  THE  PROPOSED  REDUCTION  IN  MEDICARE 
REIMBURSEMENT  FOR  EPO  WILL  LEAD  TO  DECREASED  AVAILABILITY,  WE  ASK  THE 
SUBCOMMITTEE  TO  REMAIN  SENSITIVE  TO  THIS  ISSUE.  AT  THE  VERY  LEAST,  WE  ASK 
THE  SUBCOMMITTEE  TO  DIRECT  HCFA  TO  CONDUCT  ONGOING  STUDIES  OF  THE  CONSE- 
QUENCES OF  ANY  CHANGES  IN  EPO  REIMBURSEMENT. 

3.  LASTLY,  WITH  REGARD  TO  THE  MEDICARE  SECONDARY  PAYOR  ISSUE,  PARTICULARLY 
THE  QUESTION  OF  WHETHER  TO  MAKE  THE  CURRENT  18  MONTH  PERIOD  PERMANENT, 
AAKP  BELIEVES  THAT  THE  IMPACT  OF  THIS  PROVISION  ON  THE  ABILITY  OF  KIDNEY 
PATIENTS  TO  OBTAIN  OR  MAINTAIN  EMPLOYMENT  HAS  NOT  BEEN  FULLY  EVALUATED. 
THE  GAO  STUDY  WAS  CERTAINLY  FAR  FROM  CONCLUSIVE,  BUT  IT  DID  CLEARLY 
SUGGEST  THAT  SOME  PATIENTS  AND/OR  SPOUSES,  HOWEVER  SMALL  THE  NUMBERS, 
DID  EXPERIENCE  JOB  REJECTIONS  BECAUSE  OF  HEALTH  INSURANCE  COSTS. 

THE  GROWING  NUMBERS  OF  EMPLOYABLE  DIALYSIS  AND  TRANSPLANT 
PATIENTS-A  PHENOMENON  ATTRIBUTABLE  IN  PART  TO  THE  USE  OF  EPO-SUGGESTS 
THERE  IS  A  NEED  TO  PAY  MORE  ATTENTION  TO  THE  REMAINING  EMPLOYMENT 
BARRIERS  FACED  BY  INDIVIDUALS  WITH  SUBSTANTIAL  HEALTH  CARE  EXPENSES. 
SMALL  EMPLOYERS  WHO  ARE  MOST  LIKELY  TO  PROVIDE  NEW  JOBS  ARE  ALSO  THE 
LEAST  LIKELY,  UNDER  CURRENT  CONDITIONS,  TO  PROVIDE  HEALTH  INSURANCE 
COVERAGE  FOR  ANY  DISABLED  WORKERS,  PARTICULARLY  KIDNEY  PATIENTS.  UNLESS 
AN  OVERALL  NATIONAL  HEALTH  INSURANCE  REFORM  PACKAGE  CAN  BE  DEVELOPED 
THAT  PROVIDES  PROTECTION  FOR  THOSE  WITH  HIGH  HEALTH  COSTS  FROM  LOSING  OR 
NOT  GETTING  JOBS,  WE  BELIEVE  THAT  MAKING  THE  18  MONTH  SECONDARY  PAYOR 
PROVISION  PERMANENT  AT  THIS  TIME  MIGHT  HAVE  A  NEGATIVE  EFFECT  ON  PATIENT 
ACCESS  TO  EMPLOYMENT  OPPORTUNITIES.  WE  RESPECTFULLY  SUGGEST,  THEREFORE, 
THAT  IT  MIGHT  BE  PRUDENT  TO  DELAY  HNAL  ACTION  ON  THIS  PROPOSAL  UNTIL  THE 
NATIONAL  HEALTH  INSURANCE  REFORM  PACKAGE  HAS  BEEN  DEVELOPED. 

MR.  CHAIRMAN,  WE  APPREOATE  THIS  OPPORTUNITY  TO  ADDRESS  YOUR 
DISTINGUISHED  SUBCOMMITTEE.  I  WILL  BE  HAPPY  TO  ANSWER  ANY  QUESTIONS. 
THANK  YOU. 
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Mr.  Levin.  Thank  you  very  much. 

Mr.  Thomas,  would  you  like  to  proceed? 

Mr.  Thomas.  Just  to  partially  react  to  your  statements,  Dr. 
Lundin. 

I  don't  know  that  it  is  wise  to  wait  until  the  overall  package 
comes  out  to  determine  whether  or  not  we  are  going  to  be  better 
off  because,  as  you  are  discussing  quality  to  a  very  great  extent — 
I  mean  you  can't  link  them  completely—but,  to  a  certain  extent, 
quality  is  tied  to  dollars,  and  the  difficult  part  about  this  process 
of  examining  what  we  are  going  to  do  in  the  area  of  health  care 
is  to  deal  with  large  numbers  of  people  who  are  relatively  healthy 
and  talk  about  increased  exposure,  that  is,  less  insurance  for  more 
money,  and  at  the  same  time  focus  on  putting  more  money  in  par- 
ticular programs  that  will  give  us  slightly  better  quality  or  more 
coverage,  and  that  is  going  to  be  one  of  the  more  difficult  things 
that  we  are  going  to  be  faced  with  because  we  are  going  to  be  cre- 
ating winners  and  losers,  as  you  inevitably  do  when  you  set  up  a 
program.  We  are  going  to  try  not  to  pit  groups  against  gfroups.  That 
is  absolutely  the  wrong  thing  to  do. 

I  think  all  of  us  have  to  be  sensitive  about  the  difficult  job  in 
front  of  us,  and  I  don't  know  tomorrow  if  for  particular  groups  it 
is  going  to  be  better  than  today.  Just  let  me  say  that. 

For  California  and  New  York,  because  obviously  an  enormous 
amount  of  money  is  going  to  be  wrapped  up  in  California  and  New 
York,  can  you  say  anything  in  terms  of  whether  or  not  we  could 
put  in  place  some  structures,  short  of  cost-containment  arrange- 
ments or  price  controls,  that  can  give  us  some  assurance  that  we 
can  get  on  top  of  this  problem?  Are  there  any  experiences  in  either 
of  your  States  that  can  give  us  some  reassurance  that  we  aren't 
going  to  have  to  include  some  kind  of  caps  or  controls? 

Mr.  Raske.  Let  me  take  that,  Mr.  Thomas,  first  from  a  New  York 
point  of  view,  and  that  is  that  in  New  York  State  there  is  a  rate- 
setting  mechanism  that  is  in  place.  So  there  is  no  possibility  that 
shortfalls  from  the  Medicare  program  will  be  pushed  onto  the  pri- 
vate sector. 

That  means,  however,  to  follow  the  logic  through,  it  drives  right 
to  the  bottom  line  of  the  institutions.  So  what  this  committee  does 
and  your  colleagues  in  the  Senate  and  the  administration  do  has 
a  direct  impact  on  the  operations  of  hospitals  in  New  York  State. 

Mr.  Thomas.  And  that  is  not  the  case  in  California? 

Mr.  Raske.  No. 

Mr.  Dauner.  Congressman  Thomas,  as  you  know,  any  short-term 
scoring  has  to  come  from  cuts  made  in  payments.  There  is  nothing 
that  can  be  done  on  the  delivery  side  immediately  to  account  for 
savings  which  can  be  scored. 

Now,  things  have  been  done,  and,  in  fact,  delivery  systems  are 
evolving  in  our  State  which  are  based  upon  risk-oriented  managed 
care.  Capitated  contracts  are  growing  rapidly.  They  significantly 
change  the  incentives  and,  therefore,  the  consumption  of  resources, 
especial  hospital  services.  As  that  reduction  occurs,  then  cost  sav- 
ings occur  and  the  rate  of  increase  is  reduced  as  well. 

Mr,  Thomas.  Thank  you,  Mr.  Chairman. 
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Mr.  Levin.  The  bells  did  ring.  But  let  me  just  ask  you,  in  Califor- 
nia what  has  been  the  rate  of  increase  in  hospital  care?  What  has 
been  the  inflation  factor?  Do  you  know? 

Mr.  Dauner.  Yes.  For  the  past  5  or  6  years,  the  per  capita  in- 
crease has  averaged  less  than  7  percent  in  total  expenditures. 
When  you  consider  only  the  inpatient  hospital  component,  it  drops 
2  percentage  points  below  that. 

Mr.  Levin.  How  about  overall  health  care  costs?  Do  you  know? 

Mr.  Dauner.  Overall  per  capita  health  care  costs  in  the  State 
have  been  rising  at  about  SVa  to  9V2  percent.  Part  of  that  is  due 
to  immigration  coming  into  the  State,  both  documented  and  un- 
documented immigrants,  and  part  of  the  increase  relates  to  tech- 
nology, population  changes,  and  the  creation  of  new  delivery  sys- 
tems and  how  they  ultimately  play  out.  But  the  efficiency  of  deliv- 
ery is  increasing  rapidly. 

Mr.  Levin.  All  right. 

Mr.  Andrews  has  asked  that  he  be  allowed  to  submit  some  ques- 
tions, and  that  will  be  granted. 

The  bells  have  rung,  and  I  think  we  have  a  series  of  votes.  So 
I  think  with  that,  if  there  are  no  other  colleagues  who  want  to  sub- 
mit questions  for  the  record,  my  guess  is  we  will  be  seeing  much 
of  each  other  these  next  few  months,  and  we  appreciate  your  com- 
ing here  today. 

With  that,  we  stand  adjourned. 

[Whereupon,  at  1  p.m.,  the  hearing  was  adjourned.] 

[Submissions  for  the  record  follow:] 
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TESTIMONY 


AMERICAN    NEPHROLOGY    NURSES'   ASSOCIATION 

The  American  Nephrology  Nurses'  Association  (ANNA)  is  the  professional 
organization  representing  registered  nurses  specializing  in  the  care  of  patients  with  end- 
stage  renal  disease.  Wearing  our  25"'  year  as  a  professional  society  and  representing  over 
8000  members,  ANNA  has  consistently  provided  relevant  information  on  the  ESRD 
program  since  the  inception  of  the  program  in  1972. 

The  ESRD  program  now  provides  treatment  coverage  for  more  than  150,000  dialysis 
and  transplant  patients.  Total  program  costs  exceed  $5  billion  annually,  but  these  costs  are 
directly  related  to  the  increasing  number  of  patients  initiating  treatment  each  year.  (1991 
estimated  data  indicates  more  than  45,000  new  patients  started  therapy  that  year.) 

Unlike  other  Medicare  funding  where  reimbursement  has  been  adjusted  to  reflect 
inflationary  costs,  funds  for  the  ESRD  program  have  been  reduced  3  times  over  the  past 
decade  (1983,  1986  &  1987,  via  Graham-Rudman).  Only  after  years  of  successful  lobbying 
efforts  by  all  members  of  the  renal  community  did  the  program  receive  a  dismal  increase 
of  $1- per  treatment  in  1991. 

•  ESRD  Annual  Update 

As  the  professional  association  representing  nephrology  nurses  who  provide  direct 
care  for  this  patient  population,  it  is  our  responsibility  to  assess  the  changing  needs  of  the 
patients  within  our  care.  Our  members  have  stressed  the  critical  situation  that  now  exists 
in  most  outpatient  dialysis  settings.  The  current  reimbursement  rates  and  inflation  have 
made  it  difficult  to  continue  providing  quality  care  to  an  aged  more  complicated  patient 
population.  As  recommended  in  the  NAS/IOM  study,  "Kidney  Failure  and  The  Federal 
Government,"  the  composite  rate  for  dialytic  treatment  should  be  "updated  yearly,  as  in  the 
practice  for  the  rest  of  Medicare." 

In  The  Omnibus  Budget  Reconciliation  Act  of  1990,  Congress  asked  the  Prospective 
Payment  Assessment  Commission  (ProPAC)  to  conduct  a  study  to  determine  the  costs, 
services  and  profits  associated  with  dialysis  treatment  facilities. 

In  its  March  1,  1993  annual  report  to  Congress,  ProPAC  recommended  the 
composite  rate  payment  for  dialysis  services  should  be  updated  by  2.5%  for  FY  '94.  This 
recommendation  is  based  on: 

•  a  projected  increase  in  the  market  basket  for  dialysis  services  at  4.5%; 

•  a  +1%  to  reflect  costs  associated  with  scientific  and  technological  advances; 

•  a  -1%  to  encourage  productivity;  and, 

•  a  discretionary  2%  adjustment  to  "reflect  the  relationship  between  payments 
and  estimated  FY  '93  costs." 

ANNA  supports  the  factors  defined  above  upon  which  the  update  is  based  except 
for  the  discretionary  adjustment.  Audited  cost  reports  do  not  reflect  costs  now  incurred 
by  dialysis  facilities  to  comply  with  OSHA  bloodborne  standards  and  the  newly 
implemented  CLIA  regulations.  CLIA  regulations  now  require  increased  monitoring  and 
testing  costs  to  meet  quality  assurance  requirements.  As  dialysis  clinics  are  considered  a 
setting  where  bloodborne  diseases  can  be  prevalent,  adherence  to  OSHA  guidelines,  in 
particular  waste  removal,  has  increased  operating  costs. 

Dialysis  facilities  have  been  forced  to  implement  cost-saving  measures  due  to 
restricted  reimbursement  and  inflation.  The  labor  component  of  the  dialysis  service  was 
often  targeted.   Facilities  continue  to  substitute  unlicensed  personnel  for  registered  nurses. 

The  patient  population  now  presenting  for  dialytic  treatment  is  more  aged  and 
medically  unstable  than  in  prior  years.  Any  additional  changes  of  this  type  in  the  labor 
force  will  place  the  patient  at  risk  for  numerous  complications,  both  technical  and  medical, 
as  well  as  hospitalization. 

The  perception  that  chronic  renal  failure  patients  who  receive  outpatient  dialysis 
therapy  .^re  stable  and  tre-tments  i;nccmp!icated  is  both  dr.ngercus  .~r.d  u.isjbslanti.-.tcd. 
Patients  require  at  least  direct  supervision  of  unlicensed  personnel  by  registered 
professional  nurses. 

ANNA  is  sensitive  to  the  need  to  decrease  the  federal  deficit  and  reduce  excessive 
health  care  spending.  However,  we  strongly  believe  that  a  rate  increase,  as  recommended 
by  ProPAC  and  NAS/IOM  is  needed  to  insure  quality  health  care  for  these  beneficiaries 
and  reduce  the  potential  risk  of  increased  morbidity  and  mortality. 
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•  Setting  EPO  payment  at  $10.^  per  1000  units  of  EPO. 

This  proposal  had  been  put  forth  last  year  with  the  anticipated  savings  to  be  used 
to  extend  coverage  for  immunosuppressive  therapy  post  transplantation.  ANNA 
encouraged  the  extension  of  immunosuppressive  coverage  and  still  believes  that  this 
extension  is  needed  if  graft  failure  due  to  non-compliance  is  to  be  resolved.  Too  often, 
patient  non-compliance  is  due  to  inability  to  afford  prescribed  medications.  In  too  many 
incidents,  patients  must  decide  on  buying  medications  or  paying  for  basic  needs  such  as 
food,  clothing  or  housing  for  their  families. 

The  proposed  reduction  in  EPO  payments  in  the  President's  budget  is  based  on  a 
perception  tiiat  costs  are  well  below  the  Medicare  payment  rate.  However,  this  perception 
is  invalid  because  most  facilities  can  not  negotiate  the  required  volume  discounts  given  the 
reality  of  a  single  manufacturer  and  the  classification  of  EPO  as  an  orphan  drug. 

Therefore,  ANNA  recommends  that  no  further  cuts  be  made  to  the  end  stage  renal 
disease  program,  such  as  the  proposed  reduction  in  EPO  payment,  without  a 
comprehensive  evaluation  of  the  potential  effects  of  any  such  changes  in  reimbursement 
on  patient  outcomes. 

•  E^xtending  provision  requiring  secondary  payment  for  certain  Medicare  beneficiaries 
with  End  Stage  Renal  Disease  (ESRD). 

Under  current  law,  Medicare  is  the  secondary  payor  for  ESRD  beneficiaries  with 
coverage  through  group  health  plans.  Medicare  makes  secondary  payments  for  the  first  18 
months  of  entitlement,  after  which  Medicare  becomes  the  primary  payor. 

ANNA  supports  that  this  provision  be  made  permanent  and  that  consideration  be 
given  to  extending  the  secondary  payor  provision  to  24  months.  This  extension  would 
provide  additional  savings  to  Medicare  that  could  then  be  used  to  offset  the  costs  of  the 
composite  rate  update. 

The  GAO  study.  Medicare  ESRD  Expenditures.  Extending  Medicare  Secondary 
Payor  Provision,  states  that  this  provision  has  shifted  "slightly  more  than  1%"  of  the  total 
Medicare  expenditures  spent  in  1989  for  beneficiaries  with  ESRD.  The  report  finds  the 
amount  of  this  cost  shifting  to  be  relatively  small.  Given  the  data  analyzed  by  ProPAC  on 
cost  shifting  under  PPS,  this  amount  in  not  near  the  magnitude  of  cost  shifting  seen 
elsewhere  within  the  PPS. 

The  report  further  states  that  the  number  of  beneficiaries  affected  was  small  because 
of  the  relatively  small  numbers  of  patients  who  seek  employment  or  are  employed.  Data 
from  the  HCFA  shows  that  the  mean  age  of  the  patient  now  initiating  dialysis  is  62  and 
that  the  greatest  increase  in  new  cases  is  for  patients  65  years  or  older  (P.  Eggers,  1991). 
Tlierefore,  most  patients  now  initiating  therapy  are  either  retired  or  approaching  retirement 
and  not  seeking  employment. 

The  end  stage  renal  disease  program  has  remained  a  success,  in  part,  due  to  the 
commitment  by  Congress  to  assure  quality  patient  care.  As  Congress  debates  a  new  health 
care  reform  proposal,  we  believe  there  is  much  to  be  learned  from  the  success  and 
limitations  of  the  ESRD  program.  Medicare  entitlement  has  provided  access  to  care  for 
many  patients  previously  denied  treatment.  Yet,  a  small  percentage  of  patients  are  not 
entitled  to  Medicare  and  must  be  considered  in  any  health  care  package  that  provides 
universal  access. 

More  importantly,  as  a  program  largely  dependent  on  government  reimbursement, 
the  effects  of  price  controls  on  quality  of  care  and  patient  mortality  must  be  evaluated. 

ANNA  appreciates  the  opportunity  to  provide  this  written  testimony  to  the 
committee  and  is  available  if  further  information  is  needed. 

Thank  you. 
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EXPRESS  MAIL 


Janice  Mays,  Esq, 

Chief  Counsel  &  Staff  Director 

Committee  on  Ways  &  Means 

U.S.  House  of  Representatives 

1102  Longworth  House  Office  Building 

Washington,  D.C.   20515 

Dear  Ms.  Mays: 

These  comments  are  submitted  on  behalf 
of  the  National  Association  of  Long-Term 
Hospitals  C'NALTH")  for  consideration  by  the 
Subcommittee  on  Health  and  for  inclusion  in 
the  printed  record  of  the  hearing  on  budget 
issues  relating  to  payment  under  Part  A  of 
the  Medicare  program.   As  long-term 
hospitals,  NALTH  members  are  exempt  from  the 
Medicare  Prospective  Payment  System  ("PPS") . 
Long-term  care  hospitals  provide  care  for  a 
catastrophically  disabled  and  ill  patient 
population  that  characteristically  requires 
long  lengths  of  stay  at  a  hospital  level  of 
care.   As  documented  in  the  ProPAC  Interim 
Report  on  Payment  Reform  of  PPS-Excluded 
Facilities,  Congressional  Report  C-92-05 
(October,  1992)  (hereinafter  "ProPAC 
Report") ,  86%  of  long-term  hospital  patients 
in  1990  had  multiple  diagnoses  reported  in 
their  medical  record.   Id.  at  39. 
Thirty-nine  percent  (39%)  had  five  diagnoses 
noted.   Id.   There  is  no  dispute  that 
long-term  care  hospitals  care  for  patients 
who  are  very  sick  with  multiple  conditions 
Id.  at  39. 


A  majority  of  patients  cared  for  at 
long-term  care  hospitals  are  eligible  for 
Medicare  program  coverage.   Of  these  patients 
a  significant  number  exhaust  Medicare  program 
benefits  while  receiving  care  and  services  in 
the  long-term  care  hospital.   Furthermore, 
many  long-term  care  hospital  patients  are 
dual  eligible,  that  is,  they  simultaneously 
receive  benefits  under  both  the  Medicare  and 
Medicaid  programs.   In  other  words,  long-term 
care  hospitals  treat  a  significant  number  of 
poor  and  elderly  patients. 
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The  ProPAC  report  indicates  that  of  the  five  types  of 
PPS-exempt  hospitals,  long-term  care  hospitals  financially  fare 
particularly  poorly  under  the  Medicare  Program.   The  most  recent 
information  shows  that  in  1989  almost  three  quarters  of  long-term 
care  hospitals  (72%)  had  costs  that  exceeded  their  target 
amounts.   Id.  at  41.   This  was  a  significant  increase  from  1985, 
when  only  44%  of  long-term  hospitals  had  costs  that  exceeded 
their  target  amount. 

In  response  to  the  reimbursement  difficulties  experienced  by 
long-term  care  hospitals,  Congress  has  updated  the  TEFRA  target 
rate  to  the  full  market  basket  projected  increase.   However,  in 
two  years  in  the  mid  1980 's,  a  minimal  update  was  used  instead  of 
the  market  basket  inflation,  resulting  in  the  long-term  care 
hospitals  receiving  almost  no  TEFRA  rate  increase.   Therefore, 
long-term  care  hospitals  have  a  critical  interest  in  the 
Administration's  proposals. 

Long  term  care  hospital  concerns  include  proposals  in  the 
following  areas: 

(1)  Rebasing 

Long  term  care  hospitals  with  early  base  years 
consistently  are  unable  to  meet  their  costs.   In  its  October, 
1992  report,  ProPAC  stated  that  the  use  of  an  early  base  year 
upon  which  to  determine  payments  to  long-term  care  hospitals  may 
be  inappropriate.   This  is  true  for  possibly  two  reasons.   First, 
long-term  hospitals  typically  receive  a  substantial  majority  of 
their  revenue  from  the  Medicare  and  Medicaid  programs.   The 
below-inflation  updates  of  these  programs  has  resulted  in 
reimbursement  that  is  below  cost.   Second,  most  long-term 
hospital  patients  are  dual  eligible  for  Medicare  and  Medicaid, 
leaving  the  hospitals  unable  to  attract  significant  private-pay 
reimbursement  that  can  help  subsidize  the  losses  generated  by  the 
governmental  programs . 

To  alleviate  the  adverse  impact  of  these  factors,  NALTH 
supports  a  limited  rebasing  proposal  in  which  a  long-term  care 
hospital  can  elect  1991  costs  as  the  base  for  its  target  limit  if 
it  is  eligible  to  receive  a  disproportionate  share  adjustment  (as 
outlined  below)  and  the  hospital  has  exceeded  its  Medicare  target 
rate,  before  adjustments,  for  at  least  two  consecutive  years. 

(2)  Disproportionate  Share  Adjustment 

The  purpose  of  providing  a  disproportionate  share  adjustment 
to  PPS  hospitals  is  to  recognize  the  unquantif iable,  increased 
costs  of  caring  for  patients  who  have  low  incomes.   As  discussed 
above,  long-term  care  hospitals  provide  services  to  a  significant 
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number  of  seriously  ill,  poor  patients.   Despite  that  fact, 
however,  long-term  care  hospitals  are  not  allowed  a  Medicare 
disproportionate  share  adjustment.   NALTH  supports  a  requirement 
that  a  disproportionate  share  adjustment  be  provided  for  a 
long-term  care  hospital  for  which  Medicare,  Medicaid,  free  care 
or  bad  debt  represents  30%  or  more  of  the  hospital's  gross 
charges. 

(3)   Hospital  Update  -  Market  Basket  Rate  of  Increase 

NALTH  supports  the  setting  of  hospital  updates  at  a 
minimum  at  the  market  basket  rate  of  increase,  particularly  with 
regard  to  long-term  care  hospitals  which  through  TEFRA  already 
have  been  provided  an  incentive  to  increase  efficiency  in 
operations.   Additionally,  the  average  annual  cost  for  Medicare 
cost  per  discharge  at  long-term  care  hospitals  exceeds  the  market 
basket  update.   ProPAC  report,  4  0-41.   ProPAC  suggested  that 
several  factors  such  as  significant  changes  in  case  mix  and  the 
use  of  new  technologies  may  have  contributed  to  the  cost 
increase.   Id.  at  42.   These  additional  cost  factors  should  be 
reflected  in  annual  rate  of  increase  adjustments. 

Conclusion 

liong  term  care  hospitals  provide  services  that  are  vital  to 
the  patient  populations  which  they  serve.   NALTH  members  are 
owned  by  religious  organizations,  private  charitable 
organizations  and  units  of  government  which  have  concerns  related 
to  the  programs  and  services  required  to  properly  treat  their 
patients  and  which  are  unavailable  in  a  non-hospital  setting.   We 
appreciate  your  consideration  of  our  comments  and  have  enclosed  a 
Fact  Sheet  describing  our  concerns.   In  the  future,  NALTH  would 
like  to  offer  oral  testimony  before  the  Subcommittee  on  Health 
regarding  issues  of  concern  to  providers  of  long-term  hospital 
care.   Please  consider  this  letter  a  request  to  be  included  as  an 
invited  witness  at  future  subcommittee  hearings. 

Thank  you  for  your  consideration. 

Sincerely, 

Edward  D.  Kalman 
General  Counsel 
National  Association  of 
Long-Term  Hospitals,  Inc. 

a:jm323kg.ch  (106)  kkb 
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FACT  SHEET 

HATIOHAL  ASSOCIATION  OF  LONG  TERM  HOSPITALS 

AGENDA 


Background ;   Long-term  hospitals  are  one 
of  five  classes  of  hospitals  that  are  exempt 
from  the  Prospective  Payment  System  used  for 
acute  hospitals.   Long-term  hospitals  have 
the  following  characteristics  and  issues: 

they  serve  a  catastrophically 
disabled  and  ill  population  who  have 
recurrent,  unpredictable  needs  for  medical 
management,  technology,  programs  and  other 
services  which,  as  a  practical  matter,  are 
not  available  in  a  non-hospital  setting; 

their  patients  have  a  long  length-of- 
stay  and  present  with  multiple  diagnoses, 
factors  which  preclude  DRG  reimbursement; 

they  are  dependent  on  the  Medicare 
and  Medicaid  programs  for  approximately  50  - 
100%  of  patient  care  revenues; 

they  lack  disproportionate  share 
adjustment  relief  because,  unlike  most 
hospitals,  no  provision  is  made  for  a 
disproportionate  share  adjustment  for 
long-term  hospitals  that  have  high 
proportions  of  Medicare  and  Medicaid 
patients. 

For  "old"  hospitals: 

.  Medicare  reimbursement  is  based  on 
costs  as  old  as  1982 


.  In  October,  1992,  PROPAC  issued  a 
report  to  Congress  noting  that  payments  to 
long-term  hospitals  are  inadequate  and 
long-term  hospitals  fare  less  well  than  other 
classes  of  PPS  exempt  hospitals  and  PPS 
hospitals 

HCFA  has  not  afforded  payment 
adjustment  opportunities  to  allow  "old" 
hospitals  to  meet  their  cost.   "New" 
hospitals  are  paid  actual  costs  and  may 
receive  incentive  payments 
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NALTH  PRIORITY  PROPOSALS 

I.   Require  the  Secretary  of  HHS,  effective  for  Medicare 
cost  reporting  periods  commencing  in  1991,  to  assign  a  new  base 
year  for: 

any  long-term  hospital  which  meets  a 
disproportionate  share  test  of  25%  of  total  revenues  derived  from 
Medicare,  Medicaid  and  free  care; 

.  has  experienced  two  years  of  Medicare  target  rate 
payment,  before  adjustments,  that  are  less  than  Medicare 
allowable  cost. 

1991  would  be  assigned  as  the  initial  base  year  and 
additional  base  year  assignments  would  be  available  if  a 
long-term  hospital  continued  to  meet  the  above  two  criteria 

II.    Provide  long-term  hospitals  with  the  same 
disproportionate  share  adjustment  which  is  currently  available  to 
PPS  hospitals  by  using  the  following  formula: 

(p.  15X)  (.*5)  ♦  2.5  iihere  p  =  Medicare  SSI  pitient  days  ♦  Medicaid  patient  days 
Medicare  patient  days      Total  patient  days 

.  Require  that  states  also  implement  this  same  formula 
for  PPS  exempt  long-term  hospitals  under  the  Medicaid  program  and 
require  that  states  actually  make  resulting  disproportionate 
share  payments  in  addition  to  amounts  presently  required  by 
Section  1902a(13) (A)  of  the  Social  Security  Act. 

III.    Legislatively  overrule  the  Secretary's  regulations 
limiting  relief  required  by  1990  OBRA  for  wage  adjustments  due  to 
atypical  increases  in  labor  costs.   The  Secretary  has  limited 
relief  with  a  threshold  eligibility  requirement  that  a  PPS  exempt 
hospital's  wages  must  exceed  the  area  wage  index  by  108%,  and  has 
limited  relief  to  105%  of  the  increase  in  the  national  wage 
index.   These  criteria  result  in  the  exclusion  of  practically  all 
hospitals  from  relief  under  the  law  and  is  inconsistent  with 
Congressional  intention. 

nalth\f s.doc\ jan 
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NATIONAL  KTONEY  PATIENTS  ASSOCIATION 

804  SECOND  STREET  PIKE,  SOUTHAMPTON.  PA  18966   215-953-9200 
March  15. 1993 

EPO 

We  appreciate  this  opportunity  to  bring  forth  our  views  of  EPO  and  its  cost  to  the 
government.  Our  Association  has  been  very  vocal  about  the  ESRD  progTBm  for  the  past 
ten  years.  As  administered,  patients  receive  a  decreaaii^  quality  of  care  as  the 
government  is  being  asked  to  contribute  more  and  more  funds. 

There  are  tvvo  major  problems  with  this  program  First,  the  reuse  of  medical  disposables, 
those  devices  labeled  for  one  time  use  by  the  manu&cturer,  and  secondly,  the  cost, 
distribution  and  use  of  EPO.  Our  remarks  will  be  confined  to  the  EPO  issue  for  the 
purposes  of  this  presentation,  but  wish  to  be  considered  at  some  fiiture  time  to  discuss  the 
ESRO  program  in  more  detail. 

BACKGROUND 

AMGEN  is  the  sole  manu&cturer  of  EPO,  and  enjoys  the  luxury  of  being  a  monopoly. 
Current  rehnbiu'semem  rates  were  established  in  order  to  provide  a  very  small,  perhaps 
$.50  profit  for  the  providers,  who  control  its  distribution  and  use.  The  average  patient 
receives  EPO  three  times  a  week.  As  we  understand  the  situation,  AMGEN  received 
approval  for  EPO  under  the  Orphan  Drug  Act.  Their  initial  application  represented  that 
QPO  would  be  required  by  less  than  17%  of  the  dialysis  patient  community.  Today,  they 
enjoy  a  92%  participation.  Why  such  a  tremendous  Increase  in  usage  over  the 
anticipated?  AMGEN  developed  a  great  marketing  plan,  by  which  they  could  feed  off  of 
the  greed  oi'the  provider,  and  increase  sales. 

FACT:  The  vials  of  EPO  come  in  2,000.  3,000,  4,000-  and  10.000.  units. 

FACT:  The  product  is  labeled  for  single  use  only,  "Do  Not  Re-Enter  The  Vial",  because 

there  is  no  preservative. 
FACT:  Al'/IGEN  overfills  the  vials  by  25% 
FACT:  A^/IGEN  informs  their  clients  that  they  may  use  the  excess,  violate  the 

ouinu&cturers  labeling  requiremem  and  multi  dose  the  EPO. 
FACT:  A^^GEN  salespeople  solicit  the  providers,  and  deliver  "dead  space"  syringes,  in 

order  to  help  them  achieve  complete  use  of  all  material  in  the  vial. 
FACT:  A3<1GEN  salespeople  show  the  providers  how  they  can  bill  the  government  for 

the  excess  in  the  vial. 
FACT:  A>^G£N  grants  substantial  kickbacks  for  vohmie  users.  Between  9-1 1  %. 
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A  prudent  person  might  ask  why  a  monopoly  would  do  all  of  the  above.  The  answer  is 
obvious.  This  niarketing  ploy  has  increased  the  volume  so  substantially  that  AMGEN  can 
afford  to  give  away  25%  of  their  product  for  free,  and  reward  the  users  based  upon 
volume. 

In  order  to  qualify,  for  EPO,  a  patient  must  have  a  hcmaticrit  below  36.  A  provider  is 
thereby  granted  an  incentive  to  cut  back  on  the  patient's  iron  supplement.  This  action  will 
guarantee  the  hematlcrit  levels  will  remain  below  36  indefinately.  Based  upon 
conversations  with  industry  professionals,  we  can  conchide  that  this  practice  is  rampant. 
It  has  resulted  in  the  skyrocketing  success  of  AMGEN,  and  the  abnormal,  extremely  high 
usage  of  El'O,  and  of  course,  the  windfall  profits.  There  is  a  Conspiracy  to  defi^ud 
afoot,  and  the  two  largest  beneficiaries  are  AMGEN  and  a  subsidiary  of  WR  Grace  and 
Co,  NationiJ  Medical  Care,  but  the  actions  they  demonstrate  are  industry  wide,  and  one 
would  be  hard  pressed  to  find  a  firm  that  doesn't  participate  in  the  AMGEN  program. 

We  therefore,  believe  that  cutting  the  reimbursement  rate  by  $1.00  would  not  even  begin 
to  right  this  situation.  Nor  would  the  reduction  save  the  government  any  money.  TTie 
action  would  actually  encourage  fi-aud.  The  reimbursement  rate  woulo  be  set  at  a  level 
below  the  cost  to  the  provider,  and  the  only  method  available  to  them  for  a  profit  would 
be  through  illegal  means.  There  is  a  simple  solution.  First  we  suggest  that  proper  steps 
be  taken  to  eliminate  the  kickbacks.  If  indeed,  the  actions  are  illegal,  then  reimbursement 
of  the  overige  and  kickbacks  should  be  sought.  The  label  on  the  product  should  be 
enforced.  This  could  eliminate  the  25%  overfill.  Then,  EPO  should  be  made  available 
through  pharmacies  as  it  is  in  Germany.  A  nationally  negotiated  price  could  be 
developed.  This  action  would  eliminate  the  windfall  profits  by  the  providers,  and  reduce 
the  profit  incentive  for  excess  usage  of  EPO. 

We  are  a  patient  advocacy  association,  and  would  be  remis  in  our  responsibility  if  we 
didnt  point  out  that  it's  not  only  the  money.  The  product  that  is  being  used  in  a  manner 
inconsistant  with  its  labeling  has  been  adulterated.  In  an  industry  where  patient  infection 
is  common]}lace,  no  one  would  be  able  to  distinguish  the  cause,  but  we  believe  that 
significant  percentages  infections  can  be  attributed  to  the  introduction  of  bacteria 
associated  with  this  misuse. 


Thank  you  for  your  courtesies  and  cooperation.   We  really  appreciate  your  interest, 
ily  yoiu^ 


ECKSEL 
PRESIDENT 

ROBERT  D.  ROSEN 
CHAIRMAN 
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Reservoir  Place 

1601  Trapelo  Road 

Waltham,  Massachusetts  02154 

(617)466-9850 

NATIONAL  MEDICAL  CARE,  INC. 
ESRD  PROGRAM  ISSUES  BEFORE  THE  CONGRESS  IN  1993 

The  purpose  of  this  paper  is  to  convey  the  position  of 
National  Medical  Care,  Inc.  (NMC)  concerning  End  Stage  Renal 
Disease  (ESRD)  program  issues  before  the  Congress  in  1993.   NMC 
is  the  largest  and  most  experienced  dialysis  provider  in  the 
nation  and  supervises  the  care  of  approximately  30,000  dialysis 
patients,  most  of  them  Medicare  beneficiaries,  in  a  network  of 
over  400  Medicare-certified  outpatient  facilities  in  37  states. 

INTRODUCTION. 

From  its  beginning  in  1972,  Medicare's  ESRD  program  has  been 
subject  to  a  unique  set  of  reimbursement  and  policy  forces  which 
have  produced  both  unparalleled  policy  successes  and, 
increasingly  within  the  last  decade,  serious  policy  shortcomings. 
The  successes  (rapid  development  of  a  system  of  care  to  meet  the 
needs  of  all  Americans;  successful  control  of  unit  costs  in  an 
era  of  rampant  health  cost  inflation)  and  the  failures  (excessive 
reduction  in  real  resources  available  for  patient  care;  uneven 
and  by  some  measures  inadequate  quality  of  care)  flow  from  the 
same  source:   close  central  control  of  dialysis  services  by  the 
government,  through  the  initial  decision  to  make  ESRD  a  Medicare 
entitlement  and  subsequent  year-to-year  micro-management  of 
reimbursement  rates  for  dialysis  services. 

The  1972  decision  to  provide  Medicare  coverage  for  all  ESRD 
patients  provided  the  financial  engine  to  drive  development  of 
our  present  system  of  care,  but  also  fostered  an  excessive 
exposure  of  dialysis  providers  and  patients  to  the  year-to-year 
vagaries  of  the  Federal  budget  process.   Dialysis  providers  are 
more  dependent  upon  Medicare  and  have  fewer  privately  insured 
patients  than  any  other  class  of  providers.   They  lack  the  buffer 
against  public  budget  reductions,  and  the  opportunities  for  cost- 
shifting,  which  accompany  a  more  normal  payer  mix.   Because  there 
is  no  private  payer  safety  valve  for  dialysis  providers,  real 
reductions  in  the  Medicare  payment  rate  for  dialysis  have  over 
the  years  resulted  in  significant  reduction  in  total  resources 
available  for  patient  care.   Mortality  rates  have  gone  up  and  are 
said  to  be  substantially  worse  than  those  of  many  other 
countries,  and  there  is  no  strategy  within  the  Government  to  deal 
with  dialysis  quality  assurance  and  improvement. 
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As  we  contemplate  structural  reform  of  our  overall  health 
care  system,  we  have  today  the  opportunity  to  solidify  and  build 
on  past  successes,  ameliorate  these  increasingly  troublesome 
problems,  and  hasten  the  integration  of  dialysis  and  other  ESRD 
care  into  the  normal  operations  of  an  effective  and  cost- 
efficient  national  health  care  system  for  all.   The  positions 
detailed  below,  taken  together,  serve  this  unified  goal. 

SPECIFIC  RECOMMENDATIONS. 

1.   The  dialysis  composite  rate  should  be  increased  for  FY 
1994  by  at  least  the  2.5%  reconunended  by  ProPAC. 

Adjusted  for  inflation  (CPI-All  Urban) ,  the  198  3  composite 
rate  of  $126  has  bv  1993  been  reduced  in  worth  to  barely  $88. 
Stated  differently,  the  resources  represented  by  the  dialysis 
payment  rate  have  declined  bv  more  than  30%  on  account  of 
inflation  over  10  years.   If  we  compare  today's  rate  to  the  $138 
payment  level  of  1973,  it's  inflation-adjusted  worth  is  less  than 
$35,  and  the  resources  represented  by  the  rate  have  declined  by 
fully  75%.   No  other  class  of  health  care  providers  has  absorbed 
real  reductions  in  resources  on  this  scale. 

Given  this  payment  rate  history,  it  can  be  no  surprise  that 
quality  of  care  has  been  affected  (although  HCFA  has  consistently 
denied,  against  all  evidence,  that  dialysis  facilities  are 
affected  by  inflation  or  that  there  are  unmistakable  signs  of 
quality  decay) .   Congress  has  been  responsive  to  quality  problems 
and  in  OBRA-86,  in  response  to  warnings  from  industry,  first 
expressed  its  concern  about  the  effects  of  reimbursement  policy 
on  quality  of  care  for  dialysis  patients.   That  question  was 
explored  by  a  research  team  at  the  Urban  Institute,  and  later  by 
a  special  study  panel  at  the  Institute  of  Medicine,  which  in  1991 
concluded  that  further  real  reimbursement  reductions  would  pose  a 
serious  threat  to  patients,  and  that  the  dialysis  composite  rate 
should  be  adjusted  to  account  for  inflation.   In  OBRA-91  Congress 
commissioned  the  Prospective  Payment  Assessment  Commission 
(ProPAC)  to  recommend  an  annual  update  factor  for  the  dialysis 
composite  rate  and  to  review  dialysis  payment  methodology.   In 
March  1993  ProPAC  reported  to  Congress  recommending  a  2.5%  update 
factor  for  dialysis  in  FV  1994. 

Seven  years  have  elapsed  from  Congress'  first  statement  on 
dialysis  quality  to  its  consideration  of  a  clear  policy 
recommendation  for  an  Inflation  update  from  a  neutral  and  expert 
body.   Inflation  in  provider  costs  has  continued  throughout  that 
period.   It  is,  finally,  time  to  give  dialysis  providers  and 
their  patients  some  necessary  relief  from  the  ravages  of 
inflation,  and  to  institutionalize  for  dialysis  the  same  annual 
adjustment  process  that  governs  other  Medicare  payment  rates. 
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It  is  also  important  to  recognize  that  dialysis  providers 
receive  less  today  than  at  the  inception  of  the  composite  rate 
system  in  1983,  or  at  the  initiation  of  the  ESRD  program  in  1973. 
They  are,  in  this  particular,  absolutely  unigue  within  the 
Medicare  program.   Consequently,  every  effort  should  be  made  to 
provide  the  ProPAC  recommended  update  this  year  even  if  some 
other  programs  (which  have  enjoyed  annual  updates  throughout  this 
period)  do  not  receive  updates  on  account  of  budgetary  pressures. 

2.   The  Medicare  payment  rate  for  •rythropoietin  (EPO) 

should  be  maintained  at  the  present  $11/1,000  units, 
and  an  alternative  payment  method  to  inoent  more 
efficient  use  of  the  drug  and/or  to  reduce  total 
Program  costs  should  be  considered. 

EPO,  manufactured  and  distributed  to  the  dialysis  community 
under  orphan  drug  protection  by  Amgen  Inc.,  has  freed  dialysis 
patients  of  dependency  on  blood  transfusions,  allowed 
pharmaceutical  management  of  the  anemia  of  renal  disease,  and 
substantially  improved  the  well-being  of  many  patients.   At 
present,  about  90%  of  all  chronic  dialysis  patients  receive  EPO. 

While  undeniably  beneficial,  EPO  is  also  expensive. 
Medicare  presently  pays  for  EPO  at  $11/1,000  units,  which 
represents  the  nominal  manufacturer's  price  of  $10/1,000  units 
plus  a  small  allowance  for  additional  costs  borne  by  the  dialysis 
facility.   Patients  receive  doses  with  each  dialysis  treatment 
(i.e.  three  times  per  week);  the  average  dose  is  in  excess  of 
3,500  units.   The  Medicare  program  is  thus  rightly  concerned 
about  controlling  EPO  costs,  and  many  in  the  Congress  and  in  DHHS 
believe  that  Amgen  is  realizing  excessive  profits  from  the  drug. 

A  proposal  to  reduce  the  Medicare  rate  for  EPO  to  $10/1,000 
units  is  under  consideration.   Some  members  believe  that  dialysis 
facilities  will  be  able  to  extract  price  reductions  from  the 
manufacturer  if  faced  with  a  reimbursement  rate  inadequate  to 
cover  their  costs  under  present  pricing.   Congress  further 
believes  that  some  providers  receive  discounts  from  the 
manufacturer's  price,  thus  allowing  room  for  a  rate  reduction. 

The  proposed  reduction  in  payment  to  facilities  will  reduce 
patient  access  to  EPO  and  have  a  detrimental  effect  on  overall 
quality  of  dialysis  care.   For  one  thing,  supporters  of  the 
reduction  understate  the  real  non-labor  costs  of  EPO  to 
facilities,  and  fail  to  take  account  of  the  uncollectible  portion 
of  the  patients'  copayment.   Suppose  for  example  that  a  patient 
has  no  coinsurance.   In  such  a  case,  total  payment  for  a  3,000 
unit  dose  is  $26.40  rather  than  $33.00.   Without  considering  the 
costs  of  storing  and  administering  the  EPO.  the  facility  would 
lose  $3.60  for  each  dose  purchased  at  the  $10/1,000  unit  market 
price.   With  a  5%  discount  from  Amgen  this  loss  would  be  $2.10 
and  with  an  8%  discount  it  would  be  $1.20.   At  an  EPO  discount  of 
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about  12%  the  provider  would  cover  its  acquisition  cost,  and  its 
loss  would  be  limited  to  the  costs  associated  with  EPO  storage 
and  administration.   Reduce  the  Medicare  rate  to  $10/1,000  units 
and  the  loss  becomes  $6.00  with  no  discount,  $4.50  at  5%  and 
$3.60  at  8%.   Product  cost  "break-even"  in  the  absence  of 
coinsurance  occurs  at  a  20%  discount. 

Numerous  facilities  will  obviously  be  confronted  with  the 
choice  of  absorbing  a  loss  or  not  giving  the  drug.   Due  to  the 
patient-specific  and  dose-dependent  way  in  which  Medicare  pays 
for  EPO,  it  is  very  easy  and  perhaps  unavoidable  to  make  the  loss 
calculation  on  a  patlent-by-patlent  basis,  and  to  allow  that 
calculation  to  influence  prescribing  behavior.   Facilities  may 
also  cover  any  EPO  losses  by  diverting  resources  from  other 
sources,  in  effect  subsidizing  EPO.   As  dialysis  quality  has 
already  been  harmed  by  inadequate  reimbursement,  this  can  only 
result  in  further  quality  erosion.   Any  proposal  which  reduces 
the  total  financial  resources  available  to  dialysis  facilities 
for  patient  care  is  extremely  dangerous  in  light  of  lOM  and 

Congress'  goal  of  controlling  total  EPO  costs  may  best  be 
realized  by  folding  an  allowance  for  EPO  into  the  dialysis 
composite  rate  on  a  cost-neutral  basis,  and  allowing  facilities 
to  use  their  market  power  to  secure  the  best  possible  price. 
Medicare  could  then  adjust  the  EPO  allowance  on  the  basis  of 
audits  of  real  costs  as  part  of  the  annual  reimbursement  review 
which  ProPAC  will  perform.  In  this  way,  facilities  would  be 
incented  to  secure  unit  price  reductions  and  total  cost  savings, 
and  to  deal  with  the  clinical  needs  of  their  patients  within  a 
unified  total  package,  rather  than  in  segments  defined  by 
reimbursement  arrangements.   Integrating  payment  with  the 
composite  rate  makes  EPO  simply  one  among  many  variables  in  the 
total  treatment  cost  equation,  and  eliminates  incentives  based  on 
the  specific  patient's  payment  resources.   Quality  of  care  would 
be  improved,  and  Medicare  would  share  in  facility  cost  savings 
without  compromising  patient  access  or  quality  of  care. 

3.  Tb*  B8RO  Nadieara  Secondary  Payer  period  should  ba 
axtended  froa  the  present  18  Bontha  to  at  least  24 
■onths . 

For  ESRO  beneficiaries.  Medicare  is  secondary  to  employment- 
based  Insurance  for  the  first  18  months  of  Program  eligibility. 
This  Medicare  secondary  payer  period  was  lengthened  from  12 
months  in  1990.   For  other  Medicare  beneficiaries.  Medicare's 
secondary  status  lasts  as  long  as  the  employment-based  Insurance 
is  present.   Medicare  in  effect  subsidizes  private  insurers  by 
limiting  their  exposure  to  the  bulk  of  costs  for  covered  ESRD 
patients  to  the  18  month  Medicare  secondary  period. 
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GAO  estimates  that  the  1990  six  month  extension  to  the 
secondary  payer  period  for  ESRD  saved  Medicare  $56  million  per 
year;  NMC's  experience  would  yield  a  higher  savings  estimate.   By 
any  account,  a  further  6  month  extension  (to  24  months)  would 
more  than  pay  for  implementation  of  the  ProPAC  rate 
recommendation . 

For  providers,  a  secondary  payer  extension  beyond  18  months 
would  lessen  reliance  on  Medicare  as  a  paver.   Dialysis 
facilities  receive  a  higher  percentage  of  their  total  revenues 
from  Medicare  than  do  other  providers;  they  are  more  susceptible 
to  Federal  budget  emergencies;  they  are  effectively  isolated  from 
a  variety  of  innovative  insurance  and  payment  reforms  emanating 
from  the  private  insurance  industry.   They  are  consequently 
disadvantaged  by  their  excessive  reliance  on  Medicare  as  a  payer 
when  confronting  options  for  structural  health  care  reform  now 
under  serious  discussion.   Providers  might  also  receive  an 
immediate  benefit  in  the  form  of  higher  private  insurer  payment 
rates,  but  that  would  be  extremely  short-lived  as  insurers  turned 
their  attention  to  dialysis  -  which  many  have  ignored  in  the  past 
because  of  Medicare's  "subsidy"  to  them. 

When  the  ESRD  secondary  payer  period  was  extended  in  1990, 
Congress  asked  the  General  Accounting  Office  (GAO)  to  study 
whether  the  change  had  any  adverse  effect  on  patient  employment. 
An  interim  GAO  report  in  December  1992  found  no  evidence  that 
extending  the  ESRD  Medicare  Secondary  Paver  Period  increased 
discrimination  against  ESRD  patients  or  their  spouses.   ESRD 
patients  are  already  protected  from  employment  discrimination  by 
the  Americans  with  Disabilities  Act  and  by  the  express 
requirement  (enforced  through  a  surtax)  that  group  health  plans 
provide  dialysis  coverage.   The  general  insurance  market  reforms 
being  considered  this  year  provide  further  protections  by 
mitigating  or  eliminating  insurance  and  employment  access 
problems  associated  with  preexisting  conditions,  portability,  and 
experience  rating.    There  is  simply  no  good  reason  for  Medicare 
to  continue  its  subsidy  of  the  private  insurance  sector  for  ESRD 
beneficiaries. 


CONCLUSION. 

These  three  policy  positions,  taken  together,  would: 

1.  Provide  a  modest  but  much  needed  increase  in  the 
resources  available  for  dialysis  patient  care,  and 
thereby  allow  providers  to  further  address  quality  of 
care  shortcomings; 

2.  Protect  patient  access  to  EPO  while  implementing 
incentives  for  more  efficient  use  of  that  drug  which 
ought  over  time  to  produce  real  Program  savings; 
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3.  Lessen  the  unhealthy  and  increasingly  unnecessary 
reliance  of  dialysis  providers  on  Medicare  as  virtually 
the  sole  payer  for  services,  and  achieve  a  more 
reasonable  balance  between  public  and  private  sectors 
in  responsibility  for  dialysis,  commensurate  with  that 
for  other  health  services;  and 

4.  Yield  immediate  savings  which  could  be  used  to  finance 
the  inflation  adjustment  to  the  composite  rate. 

They  provide  what  we  believe  to  be  a  responsible  and  necessary 
response  to  the  specific  problems  confronting  ESRO  patients  and 
providers,  as  well  as  the  Medicare  program,  as  we  confront  the 
Federal  budgetary  deficit  and  embark  upon  structural  reform  of 
the  American  health  care  system. 


CONTACT:   Edward  E.  Berger  Ph.D. 

Vice  President  for  Government  Relations 
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THE  NEW  YORK  STATE  COUNCIL  ON  GRADUATE  MEDICAL  EDUCATION 

Lambert  N.  King,  M.D.,  Ph.D 

Chairman 

to  the 

Subcommittee  on  Health 

Committee  on  Ways  and  Means 

U.S.  House  of  Representatives 

March  18,  1993 


The  New  York  State  Council  on  Graduate  Medical  Education  is  a  governor-appointed  body 
established  in  1987  to  advise  to  state  policymakers  on  the  composition,  content,  supply,  and 
distribution  of  graduate  medical  education  programs  in  New  York  State.  Since  its  inception,  the 
Council  has  carefully  considered  and  developed  recommendations  on  issues  such  as  the  balance 
of  primary  care  and  specialty  training,  the  development  of  graduate  medical  education  consortia, 
and  the  underrepresentation  of  minorities  in  GME  programs.  It  is  with  this  experience  in  mind 
that  the  Council  has  evaluated  President  Clinton's  proposed  changes  in  graduate  medical 
education  which  are  included  in  his  economic  proposal,  A  Vision  of  Change  for  America. 

The  President's  economic  proposal  calls  for  Medicare  hospital  reimbursements  for  direct  medical 
education  (DME)  costs  to  be  based  solely  on  a  national  average  resident  salary  which  would  be 
weighted  at  240%  for  primary  care  residents,  140%  for  non-primary  care  residents  in  their 
initial  training  period,  and  100%  for  non-primary  care  residents  beyond  their  initial  training 
period.  While  the  Council  lauds  the  President's  effort  to  support  primary  care  training,  we 
recognize  some  significant  problems  with  this  proposal: 

•  Graduate  medical  education  is  an  integral  component  of  the  health  care  system  which, 
we  believe,  deserves  a  comprehensive  debate  within  the  context  of  health  care  reform. 
The  changes  proposed  by  President  Clinton  represent  a  major  shift  in  federal  graduate 
medical  education  policy  in  the  form  of  deficit  reduction  measures.  The  changes  fail  to 
address  the  major  reforms  that  are  needed  in  graduate  medical  education. 

•  The  proposed  DME  spending  reductions  are  achieved  by  eliminating  support  for 
supervisory  physicians,  which  are  at  the  heart  of  all  graduate  medical  education 
programs.  These  reductions  will  jeopardize  patient  safety,  quality  of  care,  and  the  actual 
teaching  of  residents. 

•  These  cuts  have  a  disproportionate  impact  on  New  York  teaching  hospitals.  Of  the  $350 
million  in  proposed  1994  savings,  nearly  $200  million  will  be  borne  by  New  York 
hospitals  alone.  The  proposed  policy  discriminates  against  New  York  hospitals,  and 
other  urban  teaching  hospitals,  which,  under  the  current  health  care  system,  meet  the 
health  care  needs  of  their  large  indigent  populations  through  the  vital  services  of  residents 
and  their  supervising  physicians. 


During  graduate  medical  education  (GME),  interns  and  residents  are  given  graduated 
responsibility  for  the  care  of  patients  based  on  their  individual  capabilities.  GME  requires  the 
supervision  of  residents  by  experienced  physicians.  Because  many  of  New  York's  indigent 
patients  do  not  have  personal  physicians,  residents  and  their  supervising  physicians  fulfill  this 
role.  The  services  of  supervising  physicians  are  compensated  through  DME  payments  rather 
than  through  a  separate  billing  to  the  Medicare  program.  In  fact,  a  recent  study  found  that  New 
York  has  one  of  the  nation's  lowest  levels  of  Medicare  inpatient  billing  for  physician  services. 
Medicare  has  recognized  supervisory  physician  costs  as  legitimate  expenses  and  has  included 
them  in  DME  reimbursements.  By  drastically  cutting  out  these  payments,  this  proposal 
penalizes  only  those  regions  and  hospitals  which,  because  of  their  large  indigent  populations, 
have  had  to  rely  on  a  different  model  of  care. 
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The  GME  portions  of  the  President's  proposal,  which  are  intended  to  reduce  federal  spending, 
have  profound  implications  for  the  financing  and  organization  of  physician  training  in  the  United 
States.  It  is,  in  effect,  a  major  change  in  graduate  medical  education  policy  which  has  not  been 
considered  and  debated  in  the  context  of  health  care  reform.  These  massive  reductions  to  GME 
programs  will,  in  fact,  severely  limit  the  opportunity  for  ration<il  primary  care-oriented  reform 
of  GME  programs  in  New  York  State  and  in  other  states  and  cities  in  which  academic  medical 
centers  are  concentrated. 

While  the  New  York  State  Council  on  Graduate  Medical  Education  opposes  the  proposed  DME 
cuts  in  the  absence  of  other  health  care  reforms,  we  strongly  believe  that  certain  reforms  need 
to  take  place  in  graduate  medical  education.  In  its  five  years  of  work  on  this  issue,  the  Council 
has  recognized  that  reform  of  GME  cannot  occur  in  isolation;  GME  is  an  integral  part  of  our 
health  care  system  that,  indeed,  reflects  a  series  of  choices  we  have  made  about  the  delivery  of 
health  care. 

The  Council's  deliberations  and  recommendations  have  focused  on  several  specific  GME  issues 
which  I  encourage  this  Subcommittee  to  consider  in  its  deliberations  on  health  care  reform.  I 
would  like  to  take  the  opportunity  that  this  hearing  presents  to  raise  several  of  these  issues. 


Specialty  versus  Primary  Care  Mix 

The  President's  proposal  to  weight  DME  reimbursements  in  favor  of  primary  care  is  an 
indication  of  the  Administration's  concern  about  the  growing  shortage  of  primary  care 
physicians.  The  Council  shares  this  concern  about  the  growing  imbalance  in  the  proportion  of 
residents  training  for  careers  in  the  medical  and  surgical  subspecialties  to  those  preparing  for 
careers  in  the  generalist,  or  primary  care,  specialties.  In  New  York  State,  approximately  32 
percent  of  the  practicing  physicians  are  generalists.  Less  than  30  percent  of  the  residents 
training  in  New  York's  graduate  medical  education  programs  are  preparing  for  careers  as 
generalists  and  an  even  lower  percentage  of  students  in  New  York  medical  schools  intend  to 
pursue  generalists  careers.    These  figures  are  similar  on  the  national  level. 

To  address  this  issue,  the  Council  felt  that  incentives  should  be  provided  to  hospitals  to 
encourage  training  of  primary  care  physicians  and  discourage  the  training  of  additional  medical 
and  surgical  subspecialists.  The  Council  recommended  that  non-Medicare  hospital 
reimbursements  for  indirect  medical  education  (IME)  be  weighted  to  favor  the  training  of 
primary  care  physicians  and  that  increased  revenues  received  as  a  result  of  the  weighting  system 
be  allocated  to  primary  care  residency  programs.  This  weighting  system  was  adopted  in  New 
York  State  and  put  into  practice  in  July,  1992. 

While  we  are  encouraged  by  the  initial  changes  resulting  from  this  new  policy,  the  Council  feels 
it  would  be  premature  to  comment  on  its  impact  on  the  ratio  of  generalist  to  specialist  training 
positions.  We  also  feel  that  it  would  be  premature  to  replicate  a  resident  weighting  system  on 
a  national  basis.  The  President's  proposal  would  not  only  weight  DME  payments  to  hospital 
based  on  the  specialty  mix  of  their  residents,  it  would  greatly  reduce  payments  for  all  DME 
expenses  beyond  resident  stipends.  Such  reductions  in  support  for  graduate  medical  education 
programs  would  jeopardize  the  financial  viability  of  primary  care  residency  programs  as  much 
or  more  than  medical  and  surgical  specialty  programs  despite  their  increased  weight.  However, 
extending  New  York's  experiment  in  IME  weighting  to  include  Medicare  may  be  an  ideal  way 
to  test  the  weighting  concept. 

To  further  buttress  primary  care  training.  New  York  will  soon  establish  a  statewide  loan 
repayment  program  for  primary  care  residents.  All  primary  care  residents  who  meet  established 
criteria  will  be  eligible  for  loan  repayment  awards  during  their  residency  training,  with  larger 
awards  going  to  those  who  train  in  medically  underserved  areas. 

Obviously,  reforms  will  need  to  occur  in  both  the  practice  setting  and  in  medical  school  in  order 
for  primary  care  to  regain  significant  ground  as  a  specialty  of  choice  among  the  nation's 
physicians.    Recent  estimates  have  indicated  that  even  if  half  of  each  medical  school  class 
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pursued  primary  care  beginning  next  year,  we  would  not  achieve  a  50  percent  ratio  of  generalist 
to  specisdist  physicians  until  at  least  the  year  2030.  Intensified  efforts  must  be  made  at  each 
level  of  the  medical  education  continuum,  including  graduate  medical  education,  in  order  to 
achieve  a  balanced  physician  supply  in  a  reasonable  timeframe. 


Limit  Growth  in  Resident  Supply 

New  York,  perhaps  more  than  most  states,  has  recognized  the  need  to  limit  the  growth  in  the 
number  of  residents  training  in  its  residency  programs.  New  York  has  the  largest  graduate 
medical  education  enterprise  in  the  nation,  with  14,000  residents  or  roughly  16  percent  of  all 
residents  currently  in  training  in  the  U.S.  New  York's  high  numbers  are  a  result  of  a 
combination  of  factors,  one  of  which  is  simply  the  historical  concentration  of  medical  schools 
and  teaching  hospitals  in  New  York. 

Other  factors  include  New  York's  regulated  all-payor  hospital  reimbursement  system,  which 
severely  restricts  increases  in  hospital  reimbursement  rates  and  cost-shifting  to  support  the  costs 
of  GME.  New  York  City  also  houses  the  largest  municipal  hospital  system  in  the  nation  which 
guarantees  hospital  care  to  anyone  who  needs  it.  Such  an  enterprise  attracts  very  few  well- 
insured  patients  with  established  physician  relationships.  Consequently,  residents  and  their 
supervising  physicians  become  the  principal  caregivers  in  such  facilities.  In  addition.  New  York 
is  the  only  state  to  have  mandated  limits  on  resident  work  hours,  leading  to  some  increases  in 
the  number  of  residents  hired. 

Responding  to  the  excess  supply  of  residents  by  mandating  a  reduction  in  the  number  of  hospital- 
based  residency  positions  does  not  address  the  fundamental  question  of  who  will  provide  care 
in  place  of  residents  and  how  to  pay  for  that  care.  As  the  demand  for  ambulatory-based  training 
of  physicians  increases,  these  questions  will  become  even  more  compelling.  The  Council  looks 
toward  the  development  of  graduate  medical  education  consortia  as  an  appropriate  vehicle  for 
addressing  this  issue. 


Graduate  Medical  Education  Consortia 

A  GME  consortium,  as  defined  by  the  Council,  is  a  medical  school,  its  affiliated  hospitals,  and 
other  affiliated  teaching  sites  which  share  responsibility  for  graduate  medical  education 
programs.  We  believe  that  GME  consortia  in  which  regional  planning  for  graduate  medical 
education  is  undertaken  can  enhance  the  educational  quality  of  residency  programs,  reduce 
duplicative  aspects  of  separately  administered  graduate  medical  education  programs,  and  foster 
the  ability  to  meet  consortium  and  societal  goals,  such  as  increased  levels  of  primary  care 
training,  rather  than  institutional  or  departmental  needs  alone. 

Two  active  consortia  have  been  established  in  New  York  State,  one  centered  in  Buffalo  and  one 
in  the  New  York  metropolitan  area.  Both  consortia  are  working  toward  specific  GME  goals. 
The  Graduate  Medical  and  Dental  Education  Consortium  of  Buffalo,  for  example,  has  set  a  cap 
on  the  number  of  residency  positions  that  will  be  offered  at  consortium-affiliated  institutions  and 
has  begun  efforts  to  achieve  a  50  percent  ratio  of  residents  training  in  primary  care  specialties. 
The  New  York  Medical  College  Medical  Education  Consortium  has  developed  a  special  primary 
care  track  which  combines  some  aspects  of  undergraduate  and  graduate  medical  education. 
Students  accepted  into  this  track  complete  both  medical  and  graduate  medical  education  in  six 
years,  rather  than  the  traditional  seven  years. 

These  types  of  activities  can  be  successful  only  if  a  close,  collaborative  relationship  is 
established  between  medical  schools  and  their  affiliated  teaching  sites.  The  New  York  State 
Council  on  GME  is  aggressively  pursuing  the  development  of  additional  consortia  in  New  York 
State  and  has  strongly  advocated  that  funds  be  made  available  to  support  these  efforts. 

Funding  for  both  consortia  development  and  the  loan  repayment  programs  in  New  York  will  be 
made  available  out  of  a  state  pool  of  non-Medicare  indirect  medical  education  monies  to  which 
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teaching  hospitals  will  contribute.  The  pool  will  be  established  by  collecting  a  small  percentage 
of  the  current  $925  million  in  non-Medicare  IME  now  being  paid  to  New  York  teaching 
hospitals.  These  funds  will  be  targeted  to  pressing  graduate  medical  education  needs,  such  as 
loan  repayment  for  primary  care  residents,  development  of  GME  consortia,  and  minority 
participation  projects. 


Strategics  for  Reform 

To  date,  the  New  York  State  Council  on  Graduate  Medical  Education  has  advocated  the 
following  policies  for  GME  reform  in  New  York  State: 

•  Weighting  non-Medicare  indirect  medical  education  payments  to  favor  primary  care; 

•  Establishing  a  loan  repayment  program  that  guarantees  awards  to  primary  care  residents 
during  their  training; 

•  Developing  graduate  medical  education  consortia  and  supporting  on-going  consortia 
efforts  to  achieve  GME  reforms;  and 

•  Pooling  portions  of  non-Medicare  indirect  medical  education  payments  to  fund  targeted 
GME  reform  measures. 

We  are  continuing  to  study  additional  strategies.  At  a  recent  meeting  of  the  New  York  State 
Council  on  GME,  representatives  of  the  Physician  Payment  Review  Commission  (PPRC) 
discussed  their  current  recommendations  for  graduate  medical  education  reform.  In  my  view, 
these  recommendations  are  the  most  meaningful  and  substantive  yet  proposed  on  a  national  basis. 
The  New  York  State  Council  on  GME,  which  is  carefully  considering  these  recommendations, 
is  supportive  of  many  the  objectives  of  the  PPRC  proposal.  For  example,  the  Council  strongly 
advocates  the  principle  of  spreading  the  costs  of  GME  across  all  payors  of  health  care  services. 
This  principle  is  espoused  in  the  PPRC's  proposal  to  establish  a  national  pool  for  funding  GME 
to  which  all  payors  would  contribute. 

I  believe  there  would  be  substantial  support  within  New  York  State  to  work  with  the  Federal 
government  to  meet  the  objectives  described  in  the  PPRC  report.  As  you  deliberate  health  care 
reform,  I  encourage  this  Subcommittee  to  consider  the  GME  reform  strategies  presented  by  the 
New  York  State  Council  on  GME  and  the  PPRC.  I  also  encourage  you  to  consider  working 
cooperatively  with  New  York  State  on  these  reform  measures  by  allowing  flexibility  in  the  use 
of  Medicare  GME  reimbursements  in  order  to  implement  change.  Thank  you  for  the  opportunity 
to  present  our  thoughts  on  this  very  important  issue. 
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1  STATEMENT  OF  THE 

2  RENAL  PHYSICIANS  ASSOCIATION 

3  TO  THE  SUBCOMMITTEE  ON  HEALTH 

4  COMMITTEE  ON  WAYS  AND  MEANS 

5  U.S.  HOUSE  OF  REPRESENTATIVES 

6  FOR  THE  RECORD  OF  THE  HEARING 

7  MARCH  18,  1993 

8  RE:       BUDGET  ISSUES  AS  THEY  RELATE  TO  MEDICARE  PART  A 

9  AND  END-STAGE  RENAL  DISEASE  (ESRD)  SERVICES 

10  The  Renal  Physicians  Association  (RPA)  is  taking  this  opportunity  to  provide  a  statement  to  the 

11  House  Ways  and  Means  Subcommittee  on  Health  for  the  record  of  the  March  18,  1993  hearing  on 

1 2  budget  considerations  for  Medicare  Part  A  and  End-Stage  Renal  Disease  services. 

13  RPA  is  the  professional  organization  of  nephrologists  whose  goals  are  to  insure  optimal  care 

14  under  the  highest  standards  of  medical  practice  for  patients  with  renal  disease  and  related 

15  disorders.   RPA  acts  as  the  national  representative  for  physicians  engaged  in  the  study  and 

16  management  of  patients  with  renal  disease. 

1 7  Our  comments  will  focus  on  the  President's  budget  proposals  and  related  matters  which  affect 

18  End-Stage  Renal  Disease  (ESRD)  services. 


19  Payment  Reduction  for  Erythropoietin  (EPO) 

20  Erythropoietin  or  EPO  is  a  phamnaceutical  used  by  patients  suffering  from  kidney  failure  to  counter 

21  anemia  by  increasing  the  body's  production  of  red  blood  cells.   EPO  has  allowed  many  dialysis 

22  patients  to  return  to  work  and/or  to  lead  more  normal  and  fuller  lives.   Nephrologists,  dialysis 

23  laciiitles,  hospitals,  and  patients  all  need  to  purchase  this  dnjg  because  of  medical  need  in  the 

24  various  settings  in  which  this  drug  is  administered. 

25  Under  the  Presidents  proposal  as  well  as  HR  21 ,  Medicare  payments  for  EPO  would  be  reduced 

26  from  $1 1  to  $1 0  per  1 ,000  units.  While  we  understand  that  this  payment  reduction  is  directed  at 

27  the  drug's  manufacturer.  RPA  Is  concerned  that  this  reduction  not  be  passed  on  to  patients  and 

28  providers  in  the  form  of  hiaher  prices.    Individual  nephrologists  and  dialysis  facilities  are  not  in  a 

29  position  to  negotiate  rates  with  the  manufacturer  or  suppliers,  let  alone  patients.   We  must  pay 

30  whatever  the  drug  company  or  supplier  charges. 

31  Medicare  expects  nephrologists  and  dialysis  facilities  to  pay  for  EPO  from  capitated  rates  which 

32  are  already  in  need  of  desperate  updates  (see  related  discussion  below  on  the  need  to  increase 

33  the  composite  rate).   These  are  the  Monthly  Capitated  Payment  (MOP)  rate  paid  to  nephrologists 

34  for  treating  dialysis  patients  in  the  outpatient  setting  (the  subject  of  another  paper),  and  the 

35  Composite  Rate  paid  to  dialysis  facilities  for  outpatient  maintenance  dialysis  treatments  and 

36  related  services  (see  below).  While  nephrologists  and  dialysis  facilities  pay  for  EPO  to  administer 

37  to  patients,  some  patients  do  also  purchase  the  drug  fully  out  of  pocket  for  home  administration. 

38  The  issue  of  drug  pricing  and  its  impact  on  access  is  a  complicated  one.   The  RPA  cannot  claim 

39  that  this  proposed  reduction  would  impede  access  to  EPO.  but  we  would  uroe  this  Committee  at 

40  the  very  least  to  direct  HCFA  to  closely  monitor  and  annually  report  on  access  to  EPO  if  this 

41  reduction  In  the  EPO  rate  Is  enacted. 

42 

43  Extending  and  AHerlng  the  Medicare  Secondary  Payor  Provision  for  ESRD  Beneficiaries 

44  The  President's  proposal  calls  for  permanently  extending  the  Medicare  Secondary  Payer  (MSP) 

45  provision  for  ESRD  patients  from  12  to  18  months.  This  extension  would  otherwise  expire  in 
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1  January  1996.   Last  year's  Medicare  package  as  included  in  HR  11  would  have  extended  tnis 

2  provision  to  24  months  through  1995  for  ESRD  patients.   During  these  initial  penods.  employer 

3  provided  group  health  plans  are  expected  to  serve  as  pnmary  payer  (or  ESRD  related  medical 

4  expenses  t)efore  Medicare  would  kick  in. 

5  The  President's  proposal  would  also  make  uniform  all  the  other  MSP  provisions  which  affect  not 

6  only  ESRD  beneficiaries,  but  also  the  aged  and  disabled.   The  plan  would  make  all  employer 

7  thresholds  consistent  with  the  aged  provision  which  is  20  or  more  employees.   TTiat  is.  all 

8  employers  with  20  or  more  employees  with  a  group  health  Insurance  plan  would  be  required  to 

9  act  as  primary  payer  for  its  aged,  disabled,  and  Medicare  ESRD  entitled  employees  for  specified 

10  amounts  of  time.   This  requires  a  reduction  in  the  disability  provision  from  100  to  20  employees 

1 1  and  the  creation  of  a  20  or  more  employee  threshold  for  ESRD  beneficiaries.   Currently,  all 

12  employer  health  plans,  regardless  of  the  number  of  employees,  are  required  to  serve  as  pnmary 

13  payers  for  beneficiaries  who  have  become  entitled  to  Medicare  solely  because  of  ESRD  'as 

14  opposed  to  becoming  entitled  because  of  age  or  disability). 

15  Lastly,  the  President  would  also  eliminate  the  exemption  from  the  MSP  provision  for  individuals 

16  with  ESRD  who  are  also  aged  or  disabled.   Payments  for  these  individuals  would  be  treated  the 

17  same  as  with  payment  for  beneficiaries  entitled  to  Medicare  solely  because  ol  ESRD. 

18  A  recent  interim  General  Accounting  Office  (GAO)  report'  which  studied  the  effects  of  the  OBRA 

19  '90  ESRD  MSP  extension  from  12  to  18  months,  showed  that  the  extension  appeared  to  have 

20  negatively  affected  some  beneficiaries'  or  their  spouses'  access  to  and  retention  of  employment  or 

21  employer  health  insurance.  Although  the  numbers  are  relatively  small  this  is  cause  for  concern 

22  especially  since  the  sample  size  was  limited.  A  broader  study  should  be  conducted  before 

23  Congress  decides  to  make  this  extension  permanent    In  addition,  the  GAO's  study  of  the  effects 

24  of  this  provision  is  not  completed.   The  GAO  has  yet  to  report  on  beneficiary  out  of  pocket 

25  expenses  and  other  issues,  expected  to  be  completed  in  January  1995. 

26  Since  we  do  not  know  yet  what  President  Clinton's  healtn  care  reform  proposal  will  look  like,  it  is 

27  difficult  to  speculate  on  how  this  provision  will  affect  ESRD  patients  under  a  new  health  care 
26  system.   ESRD  patient  and  spousal  access  to  health  insurance  (and  job  discrimination)  is  an 

29  issue  that  should  be  analyzed  within  the  context  of  the  President's  health  reform  plan. 

30  Increasing  the  Composite  Rate  Paid  to  Dialysis  Facilities 

31  The  Prospective  Payment  Assessment  Commission  (ProPACl  has  recommended  to  Congress  that 

32  the  composite  rate  for  dialysis  facilities  be  updated  by  2  5  percent  for  F\  1994.   The  RPA  fully 

33  supports  this  lOnq  overdue  update  and  urges  Congress  to  enact  this  recommendation.   As  you 

34  may  know,  the  composite  rate  paid  to  renal  dialysis  facilities  for  outpatient  maintenance  dialysis 

35  treatments  and  related  services  under  Medicare  has  essentially  been  either  frozen  or  reduced 

36  since  the  rate  was  established  in  1973  with  the  exception  of  a  $1  increase  per  dialysis  treatment 

37  in  1991.   Even  with  this  $1  increase  in  1991.  the  composite  rate  has  dropped  over  60  percent  in 

38  real  dollars  because  of  explicit  freezes  and  rate  reductions  and  the  unadjusted  effects  of  inflation' 

39  since  1974. 

40  It  is  true  that  there  were  some  productivity  increases  in  the  70s  and  part  of  the  80s  which  allowed 

41  many  dialysis  facilities  to  operate  successfully  with  the  established  rate,  but  reports  about 

42  jeopardizing  quality  of  care  under  these  real  dollar  decreasing  rates,  especially  from  such  notable 

43  sources  as  the  Institute  of  Medicine^  is  cause  for  alarm. 


44  '  Medicare:   Millions  in  End-Stage  Renal  Disease  Expenditures  Shifted  to  Employer  Health 

45  Plans.  United  States  General  Accounting  Office  Report  to  Congressional  Committees  (December 

46  1992). 

47  '  See  Kidney  Failure  and  the  Federal  Government.  Institute  of  Medicine  (1991);  and  Committee 

48  on  Ways  and  Means,  U.S.  House  of  Representatives.  Background  Material  and  Data  on  Programs 

49  Within  the  Jurisdiction  of  the  Committee  on  Ways  and  Means  (aka:  the  Green  Book),  (1992 

50  Edition). 

51  '  ibid. 


150 


1  While  there  is  not  as  much  available  and  reliable  data  upon  which  to  make  a  decision  in  this  area 

2  as  some  would  like,  it  Is  clear  that  some  update  is  called  for.    A  2.5  percent  increase  In  the 

3  composite  rate  as  recommended  by  the  ProPAC  would  at  least  provide  in  pari  tor  inflation  and  the 

4  extra  costs  associated  with  EPO,  and  the  new  regulatory  burdens  of  CUA,  OSHA  and  ADA.   With 

5  these  extra  costs  and  the  fact  that  the  rate  has  not  been  evaluated  or  updated  in  20  years  (with 

6  the  exception  of  the  $1  dollar  per  treatment  increase  In  I99i),  a  2,5  percent  increase  is  modest  in 

7  any  terms. 

8  RPA's  concerns  about  the  quality  of  patient  care  Is  number  one  on  our  agenda.  We  are  involved 

9  in  practice  guidelines  research  and  develooment  and  are  working  with  the  Agency  for  Health  Care 

10  Policy  and  Research  (AHCPR)  and  the  National  Institute  of  Diabetes,  Digestive,  and  Kidney 

1 1  Diseases  (NIDDK).   Our  efforts  are  also  integ'ally  connected  with  the  US  Renal  Disease  Data 

12  System  aisc  known  as  the  ESRD  Patient  Registry.   A  2.5  percent  update  in  the  composite  rate,  as 

13  recommended  by  ProPAC,  would  certainly  help  renal  dialysis  facilities  to  maintain  (and  possibly 

14  improve)  the  quality  of  care  provided  to  ESRD  beneficiaries. 

15  Health  Care  Reform  and  Consideration  of  Benefits  for  Inclusion  In  a  Standard  Health  Benefit 

16  Package 

17  As  you  are  well  aware,  the  President's  Health  Task  Force  chaired  by  Hillary  Rodham  Clinton  Is  in 

18  the  process  of  developing  a  standard  benefit  package  for  all  Americans.  Although  the  subject  of 

19  a  separate  hearing  by  this  subcommittee,  we  would  be  remiss  without  commenting  on  the 

20  standard  benefit  package  within  the  context  of  any  discussion  about  ESRD  services.   With  health 

21  care  reform  closer  njw  than  ever,  the  RPA  is  very  concerned  that  the  standard  (basic  or 

22  comprehensive)  benefit  package  offered  in  any  health  care  reform  proposal  specifically  include  all 

23  medically  necessary  renal  related  services  including  dialysis  and  renal  transplantation. 

24  The  (Medicare  End-Stage  Renal  Disease  (ESRD)  program  covers  almost  93  percent  of  ESRD 

25  patients  or  approximately  1 50,000  individuals.   While  this  program  should  remain  intact  as  part  of 

26  health  care  reform'',  there  are  a  growing  number  of  individuals  who  are  not  eligible  for  the 

27  Medicare  ESRD  benefit  but  who  need  ESRD  services'.   We  believe  it  is  therefore  necessary  to 

28  cover  these  individuals  under  the  standard  package     RPA  would  urge  this  committee  to  ensure 

29  that  all  Americans  are  covered  for  medically  necessary  renal  related  services  inciudino  renal 

30  dialysis  and  transplantation  either  through  the  Medicare  ESRD  program  or  through  a  standard 

31  benefit  package  that  all  health  plans  or  employers  would  have  to  provide. 


33  *  Although  an  assessment  of  the  Medicare  ESRD  program  within  a  new  health  care  system 

34  should  follow,  the  program  could  now  serve  as  a  model  for  health  care  reform.   With  prospective 

35  capitated  payments  for  dialysis  related  physician  services  and  treatments,  the  ESRD  program  is  a 

36  model  of  cost  effective  managed  care.   In  fact,  according  to  HCFA's  own  data,  per  patient  costs 

37  have  decreased  over  time.  This  virtual  single  payer  system  (for  a  specific  disease)  has  contained 

38  costs,  expanded  access  to  quality  care  and  lengthened  life  expectancy. 

39  '  Kidney  Failure  and  the  Federal  Government.  Institute  of  Medicine  (1991). 
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UNDER  PART  B  OF  THE  MEDICARE  PRO- 
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LABORATORY  TESTS,  AND  DURABLE  MEDI- 
CAL EQUIPMENT 


THURSDAY,  MARCH  25,  1993 

House  of  Representatives, 
Committee  on  Ways  and  Means, 

Subcommittee  on  Health, 

Washington,  D.C. 
The  subcommittee  met,  pursuant  to  notice,  at  9:32  a.m.,  in  room 
1100,  Longworth  House  Office  Building,  Hon.  Fortney  Pete  Stark 
(chairman  of  the  subcommittee)  presiding. 
[Press  releases  annoimcing  the  hearing  follow:] 
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FOR  IMMEDIATE  RELEASE  PRESS  RELEASE  #7 

THURSDAY,  MARCH  11,  1993       SUBCOMMITTEE  ON  HEALTH 

COMMITTEE  OM  WAYS  AMD  MEANS 
U.S.  HOUSE  OF  REPRESEMTATIVES 
1102  LONGWORTH  HOUSE  OFFICE  BLD6. 
WASHINGTON,  D.C.  20515 
TELEPHONE:   (202)  225-7785 

THE  HONORABLE  PETE  STARK  (D.,  CALIF.),  CHAIRMAN, 

SUBCOMMITTEE  OM  HEALTH, 

COMMITTEE  ON  WAYS  AND  MEANS,  U.S.  HOUSE  OF  REPRESENTATIVES, 

ANNOUNCES  A  HEARING 

ON 

BUDGET  ISSUES  RELATING  TO  PAYMENT  UNDER 

PART  B  OF  THE  MEDICARE  PROGRAM  FOR  PHYSICIAN  SERVICES, 

CLINICAL  LABORATORY  TESTS  AND  DURABLE  MEDICAL  EQUIPMENT 


The  Honorable  Pete  Stark  (D. ,  Calif.)/  Chairman, 
Subcommittee  on  Health,  Committee  on  Ways  and  Means,  U.S.  House 
of  Representatives,  announced  today  that  the  Subcommittee  will 
hold  a  hearing  on  budget  issues  relating  to  payments  under  Part  B 
of  the  Medicare  program  for  physician  services,  clinical 
laboratory  services  and  durable  medical  equipment. 

This  hearing  will  be  held  on  Thursday,  March  25,  1993, 
beginning  at  10:00  a.m.,  in  the  main  Committee  hearing  room, 
1100  Longworth  House  Office  Building. 

Oral  testimony  will  be  heard  from  invited  witnesses  only. 
However,  any  individual  or  organization  may  submit  a  written 
statement  for  consideration  by  the  Subcommittee  and  for  inclusion 
in  the  printed  record  of  the  hearing. 


BACKGROUND; 

On  February  17,  President  Clinton  announced  his  budget 
proposals  for  fiscal  year  1994.   The  President's  proposal 
includes  a  variety  of  recommendations  which  would  affect  payments 
to  physicians,  clinical  laboratories  and  durable  medical 
equipment  suppliers  under  Part  B  of  the  Medicare  program.   The 
plan  also  includes  a  proposal  to  extend  the  current  ownership  and 
referral  prohibitions  to  additional  services  beyond  clinical 
laboratory  services. 

The  Congressional  Budget  Office  has  estimated  that  these 
proposals  would  reduce  payments  for  physician,  laboratory,  and 
durable  medical  equipment  by  $13  billion  over  five  years. 

Testimony  will  be  heard  from  the  Physician  Payment  Review 
Commission.   On  March  31  of  each  year,  the  Commission  submits  its 
annual  report  to  the  Congress  which  includes  recommendations  on 
policies  concerning  physician  payments  under  the  Medicare 
program. 


DETAILS  FOR  SUBMISSION  OF  WRITTEN  COMMENTS; 

For  those  who  wish  to  file  a  written  statement  for  the 
printed  record  of  the  hearing,  six  (6)  copies  are  required  and 
must  be  submitted  by  the  close  of  business  on  Thursday, 
April  8,  1993,  to  Janice  Mays,  Chief  Counsel  and  Staff  Director, 
Committee  on  Ways  and  Means,  U.S.  House  of  Representatives, 
1102  Longworth  House  Office  Building,  Washington,  D.C.   20515. 
An  additional  supply  of  statements  may  be  furnished  for 
distribution  to  the  press  and  public  if  supplied  to  the 
Subcommittee  office,  1114  Longworth  House  Office  Building,  before 
the  hearing  begins. 
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FORMATTING  REOniREMEMTB; 


Each  statement  presented  for  printing  to  the  Committee  by  a  witness  any  written  statement  or  enhioit  submittefl  for  the 
printed  record  or  any  written  comments  in  response  to  a  request  for  written  comments  must  conform  to  the  guidelines  listed  below 
Any  statement  or  exhibit  not  in  compliance  with  these  guidelines  will  not  be  printed  but  will  be  maintained  in  the  Committee 
files  for  review  and  use  by  the  Committee. 

1  All  statements  and  any  accompanying  exhibits  for  printing  must  be  typed  in  single  space  on  legal  size  paper  and  may  not 
exceed  a  total  of  10  pages 

2  Copies  of  whole  documents  submitted  as  exhibit  material  will  not  be  accepted  for  printing  Instead,  exhibit  material  should 
be  referenced  and  quoted  or  paraphrased  All  exhibit  material  not  meeting  these  specifications  will  be  maintained  in  the 
Committee  files  for  review  and  use  by  the  Committee 

3  Statements  must  contain  the  name  and  capacity  in  which  the  witness  will  appear  or.  for  written  comments,  the  name  and 
capacity  of  the  person  submitting  the  statement,  as  well  as  any  clients  or  persons,  or  any  organization  for  whom  the  witness 
appears  or  for  whom  the  statement  is  submitted 

4  A  supplemental  sheet  must  accompany  each  statement  listing  the  name  full  address  a  telephone  number  where  the  witness 
or  the  designated  representative  may  be  reached  and  a  topical  outline  or  summary  of  the  comments  and  recommendations 
in  the  full  statement  This  supplemental  sheet  will  not  be  included  in  the  printed  record 

The  above  restrictions  and  limitations  apply  only  to  material  being  submitted  for  printing  Statements  and  exhibits  or 
supplementary  material  submitted  solely  for  distribution  to  the  Members,  the  press  and  public  during  the  course  of  a  public  hearing, 
may  be  submitted  in  other  forms. 


154 

Chairman  Stark.  Good  morning.  If  our  guests  would  find  seats, 
the  subcommittee  will  begin  its  consideration  of  issues  related  to 
the  fiscal  1994  budget.  Last  week,  we  focused  on  part  A  issues,  and 
today  we  will  consider  issues  relating  to  payments  for  physician 
services  under  part  B. 

According  to  CBO,  physician  payments  under  part  B  are  pro- 
jected to  grow  at  an  annual  rate  of  12.7  percent  over  the  next  5 
years.  This  growth  creates  unacceptable  burdens  on  both  the  Fed- 
eral budget  and  the  household  budgets  of  the  elderly. 

President  Clinton's  budget  proposes  extremely  modest  reductions 
in  the  part  B  program.  Under  his  plan,  total  outlays  for  physician 
services  in  1998  will  drop  only  $3  billion— fi-om  $57  to  $54  billion. 
This  reduces  the  effective  annual  rate  of  growth  by  only  about  1.2 
percent.  In  other  words,  it  will  drop  from  12.7  to  11.5  percent. 

Inflation  and  growth  in  the  number  of  beneficiaries  account  for 
roughly  a  third  of  this  amount,  or  about  4  percent  a  year.  The  re- 
maining 8  percent  of  growth  is  due  to  persistently  high  and  unac- 
ceptable growth  in  the  volume  and  intensity  of  services  provided. 

The  growth  in  part  B  is  not  due  solely  to  physician  services.  Pay- 
ments for  lab  tests  are  increasing  at  more  than  20  percent  each 
year;  durable  medical  equipment  is  growing  at  nearly  14  percent 
each  year. 

The  fact  remains  that  physicians,  through  their  clinical  decisions, 
determine  80  percent  of  all  health  care  spending.  Effective  cost  con- 
tainment must  begin  with  the  physicians. 

Four  vears  ago,  this  subcommittee  made  a  small  start  when  it 
initiatea  legislation  creating  the  Medicare  Volume  Performance 
Standard  system. 

This  system  is  based  on  a  simple  concept.  We  negotiate  spending 
targets  with  physicians  and  set  them  prospectively.  If  spending  is 
less  than  the  target,  physicians  are  rewarded  with  increases  in 
their  updates.  If  the  reverse  is  true,  the  updates  are  reduced. 

This  system  provides  physicians  with  a  modest  incentive  to  begin 
controlling  growth  in  health  care  services.  Last  January,  physicians 
providing  surgical  services  reaped  the  benefits  of  their  restraint 
when  the  growth  in  spending  for  surgical  care  grew  0.4  percent  less 
than  the  established  target. 

Next  January,  I  think  all  physicians  will  see  the  benefits  of  this 
system.  Two  years  ago,  when  implementing  the  RBRVS  system,  the 
Bush  administration  imposed  a  substantial  reduction  in  the  initial 
conversion  factor  due  to  what  is  known  as  a  "behavioral  oflFset."  I 
believed  this  policy  was  wrong  when  it  was  proposed  2  years  ago, 
and  I  fought  to  have  it  eliminated  from  the  implementing  regula- 
tions. 

While  we  lost  that  battle,  we  may  yet  win  the  war. 

Based  on  preliminary  data,  CBO  has  estimated  that  physician 
spending  during  1992  was  6.3  percent  below  the  targets.  If  these 
estimates  are  borne  out,  they  mean  that  because  of  the  existence 
of  MVPS,  the  errors  made  2  years  ago  can  be  corrected  through  in- 
creases in  the  baseline  update  for  physician  services. 

I  believe  that  the  MVPS  is  an  important  example  of  how  physi- 
cians and  Grovernment  can  work  together  to  restrain  growth  in 
costs. 


155 

The  MVPS  provides  a  framework  for  negotiating  reductions  in 
the  growth  in  spending; 

It  sets  goals  on  a  prospective  basis,  allowing  physicians  to  orga- 
nize to  meet  the  targets;  and 

It  provides  predictability  in  spending  for  Medicare,  and  in  reve- 
nues for  physicians. 

From  our  previous  hearings  on  the  implications  of  rising  health 
care  costs,  it  is  clear  that  we  cannot  simply  go  on  with  "business 
as  usual". 

We  should  take  a  hard  look  at  imposing  a  national  health  ex- 
penditure budget.  The  experience  with  Medicare's  MVPS  system 
suggests  that  this  approach  can  work. 

Our  first  witness  today — I  am  sorry.  Mr.  Thomas,  as  usual,  you 
have  a  statement. 

Mr.  Thomas.  As  usual,  I  wasn't  recognized  for  one.  Thank  you 
very  much,  Mr.  Chairman. 

Last  Thursday,  this  Health  Subcommittee  conducted  a  hearing 
on  part  A  budget  issues.  We  heard  from  an  array  of  provider 
groups  who  were  willing  to  accept  change  that  they  believe  is  com- 
ing. But  we  are  very  concerned  that  Medicare  cuts  taken  for  budget 
purposes  may  not  be  consistent  with  reform.  They  were  justifiably 
nervous  that  they  would  be  asked  to  contribute  now  to  deficit  re- 
duction as  well  as  later  to  health  reform. 

The  physicians  under  part  B  face  the  same  problem.  This  is  like- 
ly to  be  particularly  worrisome  to  them  because  in  1989  they  com- 
promised with  the  Congpf-ess  to  adopt  a  whole  new  payment  scheme 
for  Medicare.  This  scheme  is  still  in  transition,  and  some  of  the 
President's  proposals  threaten  the  integrity  of  this  transition. 

Mr.  Chairman,  it  is  difficult  to  disregard  their  rightful  concerns. 
However,  we  cannot  escape  the  budget  pressures  which  entitlement 
programs  present  to  this  Congress,  nor  can  we  ignore  the  fact  that 
health  reform  may  or  may  not  come  and  may  or  may  not  provide 
a  good  vehicle  to  reduce  the  structural  Federal  deficit  caused  in 
large  part  by  the  growth  in  Federal  health  care  costs. 

These  facts  both  illustrate  the  difficulties  of  the  tasks  before  the 
subcommittee  and  the  hard  decisions  we  may  have  to  make. 

I  hope  as  we  make  those  decisions,  we  can  find  a  balance  that 
allows  us  to  maintain  a  quality  of  care  which  our  Medicare  bene- 
ficiaries deserve,  while,  as  I  have  pointed  out,  we  continue  to  meet 
our  fiduciary  responsibilities  as  trustees  of  Medicare  and  the  tax- 
payers' dollars. 

I  look  forward  to  the  testimony  that  is  going  to  be  presented.  I 
thank  the  chairman. 

Chairman  Stark.  Thank  you. 

We  will  now  hear  from  William  Toby,  the  Acting  Administrator 
of  the  Health  Care  Financing  Administration,  Department  of 
Health  and  Human  Services. 

Welcome  to  the  committee,  Mr.  Toby.  Your  prepared  testimony 
will  appear  in  the  record  in  its  entirety,  and  I  would  appreciate  it 
if  you  would  expand  on  your  written  testimony  or  summarize  it  in 
any  manner  you  are  comfortable. 
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STATEMENT  OF  WILLIAM  TOBY,  JR.,  ACTING  ADMINISTRATOR, 
HEALTH  CARE  FINANCING  ADMINISTRATION,  U.S.  DEPART- 
MENT OF  HEALTH  AND  HUMAN  SERVICES 

Mr.  Toby.  Thank  you,  Mr.  Chairman. 

Members  of  the  subcommittee,  I  am  pleased  to  appear  before  you 
once  again  to  address  another  component  of  the  administration's 
downpayment  for  reforming  our  Nation's  health  care  system.  I  will 
present  our  savings  proposals  for  physician  services,  clinical  labora- 
tory services,  and  durable  medical  equipment. 

During  the  last  decade,  the  rate  of  growth  in  Medicare  pa3anents 
to  physicians  averaged  about  11  percent  a  year.  In  1992,  physician 
services  accoxmted  for  about  25  percent  of  total  Medicare  spending. 

The  administration  has  offered  13  proposals  to  curb  spending  for 
physician  services  and  other  components  of  part  B  of  the  Medicare 
program.  We  estimate  these  proposals  will  save  about  $30  billion 
over  the  next  5  years.  That  is  $30  billion  to  redirect  in  the  interest 
of  the  Nation's  economy  and  in  the  interest  of  every  American's 
health. 

I  discussed  three  of  these  proposals  here  last  Thursday.  I  would 
like  to  outline  the  remaining  10  for  you  today. 

Our  first  proposal  deals  with  the  part  B  premium.  We  would 
maintain  current  law  through  1996.  In  1997  and  subsequent  years, 
the  premium  would  be  set  to  finance  the  same  proportion  of  pro- 
gram costs  as  was  financed  by  the  1996  premium. 

Chairman  Stark.  What  would  the  premium  be  in  1998  given  the 
present  rate  of  inflation?  About  $100  a  month  for  seniors? 

Mr.  Toby.  I  don't  have  that  figure  because  I  don't  know  what 

Chairman  Stark.  Don't  you  think  the  seniors  would  be  inter- 
ested in  that  figure? 

Mr.  Toby.  I  would  think  so. 

Chairman  Stark.  Let's  say  it  is  going  to  be  about  $100  a  month 
for  their  part  B  premium  by  then,  and  then  you  can  make  them 
happy  if  you  think  it  is  any  lower.  OK? 

Mr.  Toby.  OK. 

Chairman  Stark.  Thank  you. 

Mr.  Toby.  Thank  you. 

In  1997  and  subsequent  years,  the  premium  would  be  set  to  fi- 
nance the  same  proportion  of  program  costs  as  was  financed  by  the 
1996  premium. 

Our  second  proposal  will  reduce  payments  for  clinical  laboratory 
services.  We  propose  to  implement  GAO's  recommendation  to  lower 
the  laboratory  fee  schedule  caps  from  88  to  76  percent  of  the  me- 
dian of  all  fees  and  then  continue  to  update  the  revised  fee  sched- 
ules annually  by  2  percent.  In  addition,  the  Secretary  would  be 
given  the  authority  to  make  additional  adjustments  in  Medicare 
rates  to  reflect  technological  changes,  private  market  rates,  and 
other  factors.  We  estimate  this  proposal  will  save  $5.8  billion  over 
5  years. 

Third,  we  propose  to  reduce  physician  fee  updates  in  1994  except 
forprimary  care. 

Cnairman  Stark.  Excuse  me.  Could  you  go  back  to  that  thing 
you  slipped  over  about  giving  the  Secretary  authority  to  adjust 
rates?  Tell  us  a  little  about  that. 

Mr.  Toby.  Right.  What  we  find  is  that  there 
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Chairman  Stark,  I  don't  care  what  you  find.  Tell  me  what  the 
authority  is  that  you  are  suggesting  we  give  the  Secretary.  To  ad- 
just rates  as  the  Secretary  determines? 

Mr.  Toby.  Yes,  based  on  market  surveys. 

Chciirman  Stark.  Would  you  be  doing  this  without  congpressional 
approval? 

Mr.  Toby.  Well,  we,  I  would  imagine 

Chfiirman  Stark.  Bag  that,  OK? 

Mr.  Toby.  We  will  be  asking  the  Congn*ess  for  approval  for  that, 
indeed.  I  don't  think 

Chairman  Stark.  I  don't  think  you  are  going  to  get  it. 

Mr.  Toby.  OK  [Laughter.] 

Mr.  Thomas.  But  we  would  certainly  like  to  look  at  the  work 
product. 

Mr.  Toby.  We  will  be  happy  to  work  closely  with  you  on  details 
as  we  have  in  the  past. 

Third,  we  propose  to  reduce  physician  fee  updates,  as  I  said,  in 
1994  except  for  primary  care.  In  1980,  Medicare  payments  to  physi- 
cians totaled  $7.8  billion.  Last  year,  that  number  reached  $32.3  bil- 
lion. We  propose  slowing  this  substantial  growth  bv  reducing  the 
1994  fee  schedule  update  by  2  percentage  points  for  nonprimary 
care  services.  We  estimate  a  5-year  savings  of  $1.7  billion  if  this 
proposal  is  enacted. 

Our  fourth  proposal  will  develop  a  resource-based  system  for 
practice  expenses  under  the  physician  fee  schedule  beginning  in 
1997,  as  recommended  by  the  Physician  Payment  Review  Commis- 
sion. In  the  interim,  we  would  reduce  payments  for  selected  proce- 
dures with  high  practice  expense  components.  We  anticipate  a  5- 
year  savings  for  this  proposal  of  $3  billion. 

Fifth,  we  propose  to  revise  the  physician  Medical  Volume  Per- 
formance Standard  and  the  update  default  formulas.  This  proposal 
will  lower  the  rate  of  growth  to  be  more  in  line  with  recommenda- 
tions made  by  the  Physician  Payment  Review  Commission.  We  esti- 
mate a  savings  of  $2.1  billion  over  the  next  5  years  for  this  pro- 
posal. 

We  hope  our  sixth  proposal,  bundling  inpatient  radiology,  anes- 
thesia, and  pathology  payments,  will  give  physicians  and  hospitals 
incentives  to  provide  only  medically  necessary  services.  We  esti- 
mate this  reform  will  save  $570  million  over  the  next  5  years. 

Our  seventh  proposal  would  establish  a  single  fee  for  surgery. 
We  propose  to  make  the  same  Medicare  payments  for  a  surgical 
procedure  regardless  of  whether  the  primary  surgeon  uses  an  as- 
sistant at  surgery.  Nationwide  data  suggests  strongly  that  the  use 
of  assistants  at  surgery  is  related  to  variations  in  practice  styles 
rather  than  the  seventy  or  complexity  of  specific  patient  cases. 
This  proposal  would  result  in  a  5-year  savings  of  $510  million. 

As  you  know,  studies  have  demonstrated  that  physicians  with 
ownership  interests  in  clinical  labs  make  referrals  at  higher  rates 
than  nonowners.  Our  eighth  proposal  will  expand  current  clinical 
laboratory  ownership  and  referral  prohibitions  to  additional  serv- 
ices such  as:  physical  and  occupational  therapy,  radiation,  and  du- 
rable medical  equipment.  We  foresee  that  this  proposal  will  help  to 
reduce  unnecessary  utilization  and  save  $350  million  over  the  next 
5  years. 
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The  ninth  proposal  would  encourage  the  electronic  submission  of 
part  B  claims  by  charging  $1  per  paper  claim  beginninpf  January 
1,  1996.  We  estimate  this  proposal  will  save  $440  million  over  5 
years. 

Finally,  we  proposal  a  package  of  reforms  relating  to  durable 
medical  equipment.  These  include  tightening  national  limits,  re- 
classifying certain  items,  restoring  the  authority  of  Medicare's  con- 
tractors to  a^ust  payments  based  on  current  prices.  We  estimate 
a  5-year  savings  of  $685  million  for  these  proposals. 

These  savings  proposals,  along  with  the  proposals  I  outlined  for 
you  last  Thursday,  represent  a  total  savings  of  over  $53  billion.  It 
was  our  intention  to  oe  as  sensitive  as  possible  when  developing 
these  proposals,  especially  where  beneficiaries  are  concerned.  We 
look  forward  to  working  with  you  on  these  proposals.  But  it  will  not 
be  enough  to  merely  slow  the  growth  in  the  rate  of  Medicare  spend- 
ing. These  savings  are  just  the  first  step  toward  preparing  our 
economy  for  comprehensive  health  care  reform.  We  hope  to  work 
with  you  closely  to  implement  these  preliminary  reforms  and  to  ag- 
gressively pursue  total  reform  of  the  health  care  system  once  the 
President  presents  his  recommendations. 

I  thank  you  for  this  opportunity  to  present  the  administration's 
proposals.  I  will  be  happy  to  answer  any  questions,  Mr.  Chairman. 

[The  prepared  statement  follows:] 
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TESTIMONY  OF  WILLIAM  TOBY,  JR. 

Acting  Administrator 
Health  Care  Financing  Administration 

Mr.  Chairman  and  members  of  the  subcommittee: 

I  am  pleased  to  appear  before  you  once  again  to  address  another 
component  of  the  Administration's  down  payment  for  reforming  our 
Nation's  health  care  system.   At  your  request,  I  am  here  to 
present  our  savings  proposals  for  physician  services,  clinical 
laboratory  services  and  durable  medical  equipment. 

What  I  said  to  you  last  Thursday  bears  repeating  today. 
Medicare  is  one  of  the  largest  and  fastest  growing  parts  of  the 
federal  budget.   Medicare  growth  is  on  a  path  that  could  soon 
surpass  the  budgets  of  defense  and  Social  Security  combined. 
Therefore,  any  serious  attempt  to  reduce  federal  spending  must 
include  curbing  the  rapid  growth  in  Medicare  costs. 

During  the  last  decade,  the  rate  of  growth  in  Medicare  payments 
to  physicians  averaged  about  11  percent  a  year.   And  in  1992, 
physician  services  accounted  for  about  25  percent  of  total 
Medicare  spending.   While  the  physician  fee  schedule  reforms  are 
succeeding  in  distributing  physician  Medicare  payments  more 
equitably,  further  refinements  and  reforms  in  the  methods  we  pay 
physicians  are  necessary. 

The  Administration  has  offered  thirteen  proposals  to  curb 
spending  for  physician  services  and  other  components  of  Part  B  of 
the  Medicare  program.   We  estimate  these  proposals  will  save 
about  $30  billion  over  the  next  five  years.   That's  $30  billion 
dollars  to  redirect  in  the  interest  of  the  Nation's  economy  and 
in  the  interest  of  every  American's  health. 

I  discussed  three  of  these  proposals  last  Thursday:  extending  the 
ten  percent  reduction  on  hospital  capital  payments  for  outpatient 
departments;  reducing  payments  for  the  drug  Epoetin;  and 
extending  and  increasing  the  reduction  in  payments  for  certain 
hospital  outpatient  department  services.   I  would  like  to  outline 
the  remaining  ten  for  you  today: 

Maintain  the  Part  B  Premium  as  a  Proportion  of  Program  Costs. 
As  you  know,  the  Part  B  premiums  for  1991  to  1995  were  set  in 
the  1990  Omnibus  Budget  Reconciliation  Act  at  levels  projected 
in  1990  to  finance  approximately  25  percent  of  Part  B  program 
costs.   Our  proposal  would  index  the  1995  premium  by  the 
Social  Security  cost  of  living  increase  to  establish  the  1996 
premium.   In  1997  and  subsequent  years,  the  premium  would  be 
set  to  finance  the  same  proportion  of  program  costs  as  was 
financed  by  the  1996  premium. 

Reduce  Payments  for  Clinical  Laboratory  Services  and  Adjust 
Fees  for  Technological  Change  and  Market  Factors.   A  GAO  study 
released  in  June  of  1991  indicates  that  Medicare  payments  to 
laboratories  are  excessive  and  higher  than  payments  from  other 
insurers.   Therefore,  we  propose  legislation  to  implement  the 
GAO's  recommendation  to  lower  the  Medicare  laboratory  fee 
schedule  caps  from  88  percent  to  76  percent  of  the  median  of 
all  fees.   This  revised  fee  schedule  would  be  updated  annually 
by  2  percent  —  an  extension  of  the  current  law  established  in 
the  1990  Omnibus  Budget  Reconciliation  Act.   Finally,  the 
Secretary  would  be  given  authority  to  make  additional 
adjustments  in  Medicare  rates  to  reflect  technological 
changes,  rates  in  the  private  market,  and  other  factors.   We 
estimate  these  lab  fee  proposals  will  save  $5.8  billion  over 
five  years. 

.   Reduce  Physician  Fee  Updates  in  1994  Except  for  Primary  Care. 

In  1980,  Medicare  payments  to  physicians  totalled  $7.8 
billion.   Last  year,  that  number  reached  an  astounding  $32.3 
billion.   We  propose  slowing  this  substantial  growth  by 
reducing  the  1994  fee  schedule  update  by  two  percentage  points 
for  non-primary  care  services.   Because  the  Administration 
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believes  more  emphasis  should  be  placed  on  primary  care, 
primary  care  services  are  excluded  from  this  proposal  and 
would  receive  the  full  fee  schedule  update.   We  estimate  a 
five-year  savings  of  $1.7  billion  if  this  proposal  is  enacted. 

Resource-Based  Practice  Expenses  Development.   This  proposal 
would  develop  a  resource-based  system  for  practice  expenses 
under  the  physician  fee  schedule  beginning  in  1997  —  as 
recommended  by  the  Physician  Payment  Review  Commission.   As  an 
interim  step  toward  such  a  system,  we  propose  reducing 
practice  expense  relative  value  units  in  1994,  1995  and  1996. 
A  cushion  on  reductions  would  be  provided  while  the  methods 
and  details  for  implementation  are  developed.   The  five-year 
savings  for  this  proposal  would  be  $3  billion. 

Reduce  Physician  MVPS  ami   Update  "Default"  Formulas.   This 
proposal  refines  the  method  to  set  the  Volume  Performance 
Standard  and  future  updates  for  physician  services. 
Currently,  in  any  year  Congress  does  not  set  either  the  target 
for  the  rate  of  increase  in  Medicare  physician  expenditures, 
or  the  update,  default  formulas  specified  in  law  automatically 
apply.   We  propose  reducing  the  target  for  fiscal  year  1994 
and  thereafter  by  reducing  the  amount  allowed  by  the  default 
formula.   The  proposal  would  also  allow  larger  reductions  in 
the  default  update  formula. 

Currently,  only  modest  reductions  in  the  default  MVPS  are 
permitted.   This  proposal  would  lower  the  rate  of  growth  to  be 
more  in  line  with  recommendations  made  by  the  Physician 
Payment  Review  Commission.   We  estimate  this  proposal  would 
save  $2.1  billion  over  the  next  five  years. 

Bundle  Inpatient  Radiology,  Anesthesia  and  Pathology  Payments. 
Giving  physicians  and  hospitals  incentives  to  be  cost- 
conscious,  by  providing  only  medically  necessary  services  and 
eliminating  the  provision  of  marginal  services,  are  overall 
goals  of  our  proposal  to  bundle  inpatient  Medicare  payments 
for  radiology,  anesthesia  and  pathology  services.   Payment 
would  be  made  to  the  hospital,  or  its  medical  staff,  which 
would  then  make  payments  to  individual  physicians. 
Beneficiary  coinsurance  would  be  20  percent  of  the  bundled 
payment.   We  estimate  this  structural  reform  would  save  $570 
million  over  the  next  five  years. 

Single  Pee  For  Surgery.   Nationwide  data  strongly  suggest  that 
use  of  assistants-at-surgery  is  related  to  variations  in 
practice  styles  of  individual  surgeons  rather  than  the 
severity  or  complexity  of  specific  patient  cases.   Therefore, 
we  propose  to  make  the  same  Medicare  payment  for  a  surgical 
procedure  —  regardless  of  whether  the  primary  surgeon  uses  an 
assistant-at-surgery.   As  a  result,  Medicare  payment  for  the 
primary  surgeon  would  be  reduced  by  the  amount  of  any  separate 
payment  for  assistants-at-surgery.   Exceptions  would  be 
allowed,  if  necessary,  for  particularly  difficult  cases.   In 
addition  to  creating  a  level  playing  field  between  surgeons 
who  do  and  do  not  use  assistants-at-surgery,  this  proposal 
would  result  in  a  five-year  savings  of  $510  million. 

Physician  Ownership  and  Referral.   As  you  know,  studies  have 
demonstrated  that  physicians  with  ownership  interests  in 
clinical  labs  make  referrals  at  a  higher  rate  than  non-owners. 
This  proposal  would  extend  current  clinical  laboratory 
ownership  and  referral  prohibitions  to  additional  services 
such  as:  physical  and  occupational  therapy;  radiology  and 
other  diagnostics;  radiation  therapy;  durable  medical 
equipment;  and  parenteral  and  enteral  nutrition  equipment  and 
supplies.   We  foresee  that  extending  the  physician  referral 
ban  will  help  to  reduce  unnecessary  utilization  of  these 
services  and,  as  a  result,  save  $350  million  over  the  next 
five  years. 
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Electronic  Billing  Incentive.   A  total  electronic  billing 
system  is  critical  to  containing  Medicare  administrative 
costs.   To  encourage  electronic  submission  of  Medicare  Part  B 
claims,  the  Administration  is  proposing  a  $1  charge  per  paper 
claim  beginning  January  1,  1996.   This  lead  time  will  give 
physicians  and  suppliers  time  to  adjust  their  systems  or 
arrange  to  purchase  electronic  billing  services.   Our  proposal 
would  also  lower  limiting  charges  by  $1  to  prohibit  physicians 
and  suppliers  from  passing  on  the  cost  to  Medicare 
beneficiaries.   We  estimate  this  proposal  will  save  $440 
million  over  five  years. 

Durable  Medical  Equipment  Proposals.   We  have  designed  a 
package  of  savings  proposals  to  reduce  excessive  variation  in 
payment  amounts  and  strengthen  administration  of  the  durable 
medical  equipment  benefit.   Currently,  payment  for  durable 
medical  equipment  is  based  on  carrier  fee  schedules  with 
national  limits  at  the  average  value  across  all  carriers.   Our 
proposals  to  reduce  payments  for  durable  medical  equipment 
include:   tightening  the  national  limits;  reclassifying 
certain  items;  restoring  the  authority  of  Medicare's 
contractors  to  make  adjustments  to  the  fee  schedules  if 
payment  amounts  are  grossly  excessive  or  deficient  based  on 
current  price  information;  and  giving  Medicare's  contractors 
flexibility  to  require  that  the  medical  need  of  overused  items 
be  demonstrated  in  advance  of  delivery  to  the  patient.   In 
addition,  the  fee  schedule  for  prosthetics  and  orthotics  would 
be  tightened  by  using  the  durable  medical  equipment  payment 
rules  with  the  national  median  as  the  limit.   Finally,  we 
propose  establishing  a  fee  schedule  to  pay  for  parenteral  and 
enteral  nutrients  and  supplies,  and  to  pay  for  parenteral  and 
enteral  equipment  under  the  same  fee  schedule  and  methodology 
used  for  durable  medical  equipment.   We  estimate  a  five  year 
savings  of  $685  million  dollars  if  these  durable  medical 
equipment  proposals  are  implemented. 

These  savings  proposals,  along  with  the  Part  A  hospital  savings  I 
outlined  for  you  last  Thursday,  represent  a  total  savings  of  over 
$53  billion  dollars.   As  both  the  Secretary  and  I  have  emphasized 
to  you  over  the  last  two  weeks,  this  $53  billion  dollars  will  not 
cut  current  Medicare  spending.   But  it  will  slow  the  growth  from 
a  14  percent  increase  per  year  to  an  11  percent  increase.   It  was 
our  intention  to  be  as  sensitive  as  possible  when  developing 
these  proposals  —  especially  where  beneficiaries  are  concerned. 
We  look  forward  to  working  with  you  on  these  proposals  and  to 
receiving  any  suggestions  you  may  have  on  further  slowing  this 
growth . 

But  it  will  not  be  enough  to  merely  slow  the  growth  in  Medicare 
spending.   These  savings  are  just  a  first  step  toward  preparing 
our  economy  for  comprehensive  health  care  reform.   It  is  our  hope 
to  see  the  formation  of  a  working  partnership  to  implement  these 
preliminary  reforms  and  to  aggressively  pursue  total  reform  of 
the  health  care  system  once  the  President  presents  his 
recommendations. 

I  commend  this  subcommittee  for  its  serious  and  timely  attention 
to  this  important  subject.   And,  again,  I  thank  you  for  these 
opportunities  to  present  the  Administration's  proposals.   Now  I 
will  be  happy  to  answer  your  questions. 
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Chairman  Stark,  When  will  we  see  the  details  on  these  items, 
Mr.  Toby? 

Mr.  Toby.  The  President  will  be  presenting  his  budget  in  early 
April. 

Chairman  Stark.  And  so  you  anticipate  that  in  early  April  we 
will  get  the  details  explaining  these  cuts? 

Mr.  Toby.  That  is  right,  sir. 

Chairman  Stark.  All  right.  And  I  am  sure  you  are  aware,  are 
you  not,  that  at  least  in  the  past,  when  it  has  been  suggested  that 
the  Secretary  have  discretionary  authority  to  set  rates,  we  get  no 
budget  scoring  for  that;  that  it  has  to  be  in  legislation  for  the  CBO 
to  score  the  savings? 

Mr.  Toby.  That  is  right. 

Chairman  Stark.  So  if  your  plan  to  cut  rates  where  you  give  the 
Secretary  authority,  and  let's  assume  maybe  half  of  that  $3.5  bil- 
lion is  on  discretionary  authority,  we  have  to  find  some  other  sav- 
ings if  we  adopted  that  plan  because  we  couldn't  score  those  sav- 
ings. Would  that  not  be  correct? 

Mr.  Toby.  That  is  correct.  We  will  work  very  closely  with  you  on 
those  matters. 

Chairman  Stark.  Are  you  aware  that  postponing  the  update  for 
all  Medicare  providers  for  2  years  would  get  maybe  $1  billion  more 
in  savings  than  the  plan  you  propose? 

Mr.  Toby.  Are  those  CBO  numbers? 

Chairman  Stark.  Yes.  Why  wouldn't  that  be  better? 

Mr.  Toby.  We 

Chairman  Stark.  You  have  an  answer  to  that.  You  don't  have 
an  answer  prepared  by  your  staff  to  some  of  the  other  questions, 
correct? 

Mr.  Toby.  Oh,  no,  we 

Chairman  Stark.  But  go  ahead  and  read  me  the  answer. 

Mr.  Toby.  We  realize  that  for  any  complicated  effort  such  as 
budget  reduction,  in  terms  of  strategies,  there  will  be  a  lot  of  ideas. 
One  approach  would  be,  of  course,  to  have  a  freeze,  in  order  to  re- 
duce outlays  in  future  years.  We  believe,  Mr.  Chairman,  that  we 
have  given  tremendous  thought  and  serious  attention  to  the  pro- 
posals that  we  are  submitting  to  you,  and  we  think  they  have  enor- 
mous merit. 

Chairman  Stark.  Would  you  quantify  that  tremendous  thought 
in  number  of  hours  that  were  put  in  in  the  recent  months  into  pre- 
paring this  list?  6?  10? 

Mr.  Toby.  These  proposals,  as  you  know 

Chairman  Stark.  Excuse  me.  Number  of  hours.  6?  10? 

Mr.  Toby.  Well,  many 

Chairman  Stark.  It  is  my  understanding  that  it  was  determined 
overnight  after  the  options  were  received  from  0MB.  Is  that  about 
correct?  Maybe  1  day? 

Mr.  Toby.  Most  of  the  proposals  in  the  total  package  grew  out 
of  reports  that  have  been  submitted  by  GAO  and  others  in  the 
past. 

Chairman  Stark.  In  the  past.  But  the  selection  of  those,  that  is 
a  laundry  list  that  is  five  times  as  long  as  this.  The  selection  of 
those  specific  items  was  done  overnight,  was  it  not? 

Mr.  Toby.   No. 
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Chairman  Stark.  I  beg  your  pardon? 

Mr.  Toby.  No,  Mr.  Chairman. 

Chairman  Stark.  One  day? 

Mr.  Toby.  Grenerally  we  gave  tremendous 

Chairman  Stark,  No,  not  generally. 

Mr.  Toby  [continuing].  Thought 

Chairman  Stark.  In  this  list. 

Mr.  Toby.  This  particular 

Chairman  Stark.  From  the  time  the  list  was  received  from  0MB 
until  you  selected  these  items,  how  much  time  elapsed? 

Mr.  Toby.  I  would  venture  to  say  that — 

Chairman  Stark.  I  want  you  not  to  venture.  I  want  you  to  state 
for  the  record,  if  you  know  it. 

Mr.  Toby.  It  was  several  weeks,  actually. 

Chairman  STARK.  From  the  time  you  got  the  full  list  from  0MB 
until  the  time  you  selected  this  list  to  send  to  Congress? 

Mr.  Toby.  It  took  several  weeks. 

Chairman  Stark.  And  you  are  willing  to  stake  your  reputation 
on  the  accuracy  of  that  remark? 

Mr.  Toby.  I  participated  in  many  of  these  discussions,  and  yes, 
I  would.  Several  weeks. 

Chairman  Stark.  All  right.  Thank  you. 

Mr.  McDermott. 

Mr.  McDermott.  Thank  you,  Mr.  Chairman.  I  want  to  ask  a  cou- 
ple questions. 

With  respect  to  the  RAP  bundling,  since  radiologists  and  anes- 
thesiologists do  not  initiate  services  but  rather,  they,  respond  to  re- 
ferrals from  other  physicians,  how  will  the  bundling  of  their  serv- 
ices alter  utilization  to  eliminate  marginally  useful  services? 

Mr.  Toby.  As  you  know,  under  the  current  system,  most  physi- 
cians submit  individual  bills  to  us,  and  most  utilization  decisions 
are  made  by  our  carriers.  With  this  proposal,  we  have  basically 
given  that  decision  to  the  medical  staff.  So  we  will  make  payments 
to  the  medical  staff  rather  than  make  individual  payments  as  we 
have  in  the  past.  We  think  this  will  give  the  medical  staff  an  incen- 
tive to  make  decisions  about  the  appropriateness  of  services. 

Mr.  McDermott.  Then  let  me  move  to  my  second  question, 
which  is:  If  I  understood  your  testimony  correctly,  you  are  making 
a  uniform  exclusion  of  assistants  in  surgery.  Is  that  a  fair  charac- 
terization of  what  you  have  said? 

Mr.  Toby.  On  assistants  at  surgery,  under  the  current  system  we 
pay  both  surgeons  and  assistants.  In  many  cases,  we  find  the  as- 
sistants-at-surgery  tend  to  be  primary  care  doctors,  not  surgeons. 
We  are  proposing  to  pay  one  fee  regardless  of  whether  the  surgeon 
performs  the  procedure  alone  or  chooses  to  use  an  assistant-at-sur- 
gery.  We  think  that  is  not  to  the  exclusion  of  the  assistants.  If  the 
surgeon  does  choose  to  use  an  assistant,  we  are  going  to  make  sep- 
arate payment  to  the  assistant,  and  reduce  the  separate  amount  we 
pay  to  the  surgeon. 

Mr.  McDermott.  So  you  are  not  letting  the  physicians  make 
that  decision.  You  are  making  that  decision:  We  are  not  pajdng  for 
assistants.  We  will  not  pay  for  assistants. 
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Mr.  Toby.  We  are  going  to  pay  a  single  fee  for  surgery,  and  if 
the  surgeon  chooses  to  use  an  assistant-at-surgery,  we  will  pay  the 
amount  separately  and  reduce  our  payment  to  the  surgeon. 

Mr.  McDermott.  I  see.  The  surgeon  will  split  the  fee  with  his 
assistant. 

Mr.  Toby.  The  surgeon  makes  a  decision  about  the  payment. 

Mr.  McDermott.  You  mean  the  physician  makes  the  decision  as 
to  whether  he  needs  an  assistant,  and  if  he  makes  the  decision  that 
he  needs  one,  then  you  will  pay  for  it? 

Mr.  Toby.  Our  proposal  has  exceptions,  such  as  the  severity  of 
cases  or  specific  procedures.  Our  proposal  applies  to  the  discre- 
tionary cases  where  we  have  found  that  many  times  the  cases  are 
not  so  complex  that  you  even  need  an  assistant  at  surgery. 

Mr.  McDermott.  Well,  I  am  not  arguing  whether  or  not  every 
case  it  is  an  important  thing.  But  when  you  make  a  blanket  deci- 
sion you  are  not  going  to  pay  for  assistants,  it  sort  of  sounds  like 
you  are  taking  away  irom  the  physician  any  decision  about  wheth- 
er he  needs  one  or  not. 

Mr.  Toby.  No.  The  surgeon  will  make  that 

Mr.  McDermott.  Yes,  he  can  make  the  decision.  You  just  won't 
pay  for  it. 

Mr.  Toby.  He  can  make  the  decision.  The  question  has  to  do  with 
payment. 

Mr.  McDermott.  Yes,  of  course.  I  understand.  The  guy  can  work 
for  free.  That  is  certainly  in  the  Grovernment's  interest  in  saving 
money,  but  it  may  not  be  in  the  patient's  best  interest.  So  I  think 
it  really  is  an  idea  that  needs  to  be  thought  about  a  little  bit. 

Mr.  Toby.  We  are  just  making  a  decision  about  payment.  We  are 
not  trying  to  exclude  the  assistants  from  being  there. 

Mr.  McDermott.  Yes,  I  understand  you  are  not  trying  to  make 
a  medical  decision,  but  somehow  medical  decisions  get  tied  to 
money.  There  are  two-tiered  systems  and  three-tiered  systems,  and 
some  people  get  things  that  others  don't,  primarily  because  there 
is  money  available  to  pay  for  it.  I  think  that  is  what  I  find  a  little 
bit  tougn  to  accept  in  that  kind  of  a  blanket  decision. 

On  the  electronic  billing  incentive,  don't  you  think  the  develop- 
ment of  a  uniform  software  for  all  payers  really  ought  to  precede 
the  penalty  for  paper  claims?  I  mean,  until  you  have  a  uniform  sys- 
tem, isn't  it  a  little  tough  to  penalize  people  before  you  have  even 
got  the  software  available? 

Mr.  Toby.  We  have  given  the  physicians  2  years  to  plan  for  this. 
We  also  find 

Mr.  McDermott.  Beginning  when?  Excuse  me. 

Mr.  Toby.  The  $1  charge  per  paper  claim  doesn't  go  into  effect 
until  1996. 

Mr.  McDermott.  Oh,  I  see.  From  1996  on 

Mr.  Toby.  From  1994  to  1996  they  have  an  opportunity  to  pre- 
pare for  it.  And  I  might  also  mention  that  under  part  A,  for  exam- 
ple, over  86  percent  of  our  bills  are  already  computerized  and  elec- 
tronically transmitted,  and  under  part  B  58  percent.  So  basically 
in  the  industry,  nationally  there  is  a  movement  toward  an  elec- 
tronic environment.  We  think  this  proposal  is  very  consistent  with 
there  trends. 
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Mr.  McDermott.  Like  the  Canadian  auid  single-payer  system. 
That  is  a  good  idea.  I  like  the  idea. 

Mr.  Toby.  Well,  I  have  not  seen  Canadian  data  on  this  matter. 

Mr.  McDermott.  Thank  you,  Mr.  Chairman. 

Chairman  Stark.  Mr.  McCrery. 

Mr.  McCrery.  No  questions. 

Chairman  Stark.  Mr.  Kleczka. 

Mr.  Kleczka.  Thank  you,  Mr.  Chairman. 

Mr.  Toby,  let's  go  back  to  the  surgical  assistants  for  a  moment. 
It  seems  that  the  document  outlining  your  proposal  would — maybe 
I  am  reading  it  wrong,  but  it  would  seem  to  indicate  that  the  pri- 
mary surgeon  will  receive  a  reduced  fee  when  an  assistant  is  used, 
thereby  paying  for  the  assistant  him-  or  herself  Would  that  be  a 
correct  assessment? 

Mr.  Toby.  No.  I  don't  think  that  is  a  correct  assessment. 

Mr.  Kleczka.  "The  budget  proposes  to  reduce  the  payment  made 
to  the  primary  surgeon  on  a  case-by-case  basis  for  any  payments 
made  to  an  assistant  at  surgery."  That  is  what  it  smells  like  to  me. 
It  even  sounds  like  that. 

Mr.  Toby.  Well,  I  think  what  would  happen  is  that  there  would 
be  a  reduced  pajnnent  in  that  instance. 

Mr.  Kleczka.  To  the  primary  surgeon? 

Mr.  Toby.  That  is  right. 

Mr.  Kleczka.  And  that  reduced  payment  would  only  occur  when 
an  assistant  was  used? 

Mr.  Toby.  That  is  right. 

Mr.  Kleczka.  And  so  that  would  seem  to  me  that  the  primary 
surgeon  would  be  paying  for  his  assistant  out  of  his  own  reimburse- 
ment, maybe  not  totally,  but  in  part. 

Mr.  Toby.  Well,  there  is  a  question  as  to 

Mr.  Kleczka.  No.  Would  that  be  accurate? 

Mr.  Toby.  Well,  I  don't  know  whether  he  would  be  paying  out  of 
his  pocket,  but  there  are  instances  where 

Mr.  Kleczka.  Well,  if  his  reimbursement  is  reduced,  it  is- 


Mr.  Toby.  We  are  still  determining  conditions  where  we  would 
pay  and  how  much  we  would  pay. 

Mr.  Kleczka.  Well,  no.  See,  the  problem  with  the  proposal  is,  if 
the  primary  surgeon  does  not  want  a  reduced  reimbursement,  he 
or  she  will  choose  not  to  use  an  assistant  so  as  to  maximize  their 
own  income,  I  would  assume.  I  don't  know  if  that  is  wise  in  all  sur- 
gical procedures. 

The  other  question  I  have  relates  to  the  testimony  we  are  going 
to  hear  shortly  from  the  AMA  and  also  from  the  American  College 
of  Physicians  regarding  a  proposal  I  support,  which  increases  the 
reimbursement  for  primary  care  physicians.  It  is  something  that 
we  are  trying  to  encourage,  not  only  in  this  progn"am,  but  I  think 
we  are  going  to  see  a  big  dose  of  it  in  the  national  health  care  re- 
form. As  one  who  has  made  this  proposal  to  the  Congress,  could 
you  g^ve  us  the  rationale?  Because  you  won't  be  here  at  the  time 
of  their  testimony,  answer  their  concern  about  reimbursing  pri- 
mary care  physicians  at  a  higher  level. 

Mr.  Toby.  Well,  as  you  probably  know,  we  have  been  tilting  our 
system  for  some  time  in  favor  of  primary  care  because  we  want  to 


166 

provide  more  incentives  for  primary  care  physicians.  That  is  also 
an  intent  of  the  Medicare  fee  schedule. 

Mr.  Kleczka.  Why? 

Mr.  Toby.  Because  we  believe  primary  care  physicians,  from 
studies  we  have  done,  provide  many  more  cognitive  type  services. 
They  spend  more  time  with  the  patients. 

Mr.  Kleczka.  More  cost  effective?  This  is  a  softball  question. 
Come  on. 

Mr.  Toby.  Yes.  We  certainly  believe  that  the  services  primary 
care  physicians  provide  probably  will  keep  patients  healthier  and 
keep  them  out  of  hospitals  where  we  pay  a  larger  amount.  So  we 
have  a  strategy  which  we  are  implementing  with  some  aggressive- 
ness, and  we  want  to  continue  to  make  investments.  'Hie  Presi- 
dent's investment  package  includes  about  $196  million  for  in- 
creased efforts  in  primary  and  preventive  care  services.  That  is  be- 
cause primary  care  physicians  tend  to  provide  more  preventive 
care. 

Mr.  Kleczka.  Let  me  just  dwell  on  that  for  one  moment.  What 
would  be  your  view  of  using  the  primary  care  physician  as  sort  of 
the  gatekeeper?  Before  a  person  could  go  to  a  specialist,  they  would 
have  to  be  referred  by  a  primary  care  physician — and  this  would 
drive  the  specialist  crazy,  naturally.  They  would  either  have  to  be 
referred  to  a  specialist  by  a  primary  care  physician  after  some 
treatment,  or  if  it  is  above  and  beyond  their  level,  the  patient 
would  get  the  referral  immediately.  What  would  be  your  view  of 
that? 

Mr.  Toby.  Well,  in  which  kind  of  a  setting  are  you  speaking  of 
as  a  gatekeeper? 

Mr.  Kleczka.  Well,  in  the  current  system  people  often  go  imme- 
diately to  the  specialist,  even  though  it  might  not  be  necessary  to 
receive  such  a  high  level  of  care.  All  right?  I  can't  give  you  a  medi- 
cal procedure.  I  will  ask  my  physician  colleague  here  for  one  later. 

Mr.  Toby.  Well,  as  you  know,  your  question  goes  to  the  heart  of 
one  of  the  critical  issues  in  this  country;  that  is,  how  do  we  restruc- 
ture our  health  care  delivery  system?  Under  health  care  reform, 
this  issue  is  being  reviewed  in  terms  of  structural  reforms  for  the 
future.  You  might  want  to  take  a  look  at  the  health  care  reform 
package  we  will  be  submitting  in  May. 

Mr.  Kleczka.  Thank  you.  Very  good  advice.  I  might  do  that. 
[Laughter.] 

Chairman  Stark.  Thank  you,  Mr.  Toby. 

Mr.  Toby.  Thank  you,  sir. 

Chairman  Stark.  Before  calling  the  next  panel,  I  would  like  to 
note  the  absence  of  Dr.  Phil  Lee,  a  professional  who  has  worked 
with  this  committee  certainly  as  long  as  I  have  chaired  the  commit- 
tee. Dr.  Lee  has  changed  his  venue.  I  am  not  sure  he  has  left  the 
good  guys  and  gone  to  work  for  the  bad  guys,  but  he  has  an- 
nounced that  he  will  be  working  at  Health  and  Human  Services. 
We  will  miss  him. 

During  the  initial  years,  Phil  guided  the  Commission  through 
many  difficult  debates  and  helped  this  committee.  The  Commission 
made  great  strides  and  substantial  contributions  to  our  work.  He 
helped  us  in  determining  the  physician  reimbursement  program, 
ana  we  owe  him  a  debt  of  gratitude.  He  will  be  missed. 
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We  are  fortunate  that  his  work  is  being  continued  by  Dick  An- 
derson, the  Interim  Chairman  of  the  Physician  Payment  Review 
Commission.  He  will  enlighten  us  today  and  will  be  accompanied 
by  Paul  Ginsburg,  who  also  has  enlightened  us  for  many  years  and 
helped  us  in  his  work  as  the  Executive  Director  of  the  Physician 
Payment  Review  Commission.  We  welcome  both  Mr.  Anderson  and 
Mr.  Ginsburg  to  the  committee  this  morning.  We  will  ask  you  to 
beg^n  to  summarize  your  testimony,  but  first  we  will  recess  until 
10  after  the  hour,  try  to  vote,  then  return.  Then  we  will  be  able 
to  work  straight  through  with  you  if  that  is  agreeable.  Thanks. 

[Recess.] 

Mr.  Cardin  [presiding].  The  subcommittee  will  reconvene. 

Without  objection,  the  entire  written  testimony  of  the  witnesses 
will  be  made  part  of  the  full  record. 

Mr.  Anderson,  you  may  proceed  as  you  wish. 

STATEMENT  OF  RICHARD  V.  (DICK)  ANDERSON,  INTERIM 
CHAIRMAN,  PHYSICIAN  PAYMENT  REVIEW  COMMISSION;  AC- 
COMPANIED BY  PAUL  GINSBURG,  PH.D.,  EXECUTIVE  DIREC- 
TOR 

Mr.  Anderson.  Thank  you  very  much,  Mr.  Chairman. 

I  want  to  also  express  my  longstanding  support  of  Phil  Lee.  He 
is  from  the  same  neck  of  the  woods  that  I  am.  He  was  a  mentor, 
and  I  will  miss  him,  too,  on  the  Commission. 

I  am  very  pleased  to  appear  before  you  on  behalf  of  the  Phvsician 
Payment  Review  Commission  to  comment  on  part  of  the  adminis- 
tration's proposed  budget  cuts.  As  in  the  past  in  hearings  before 
Congress,  we  do  not  propose  to  discuss  the  overall  magnitude  of  the 
budget  cuts,  but  our  interest  is,  given  a  specific  target  for  budget 
cuts,  we  would  like  these  to  be  most  consistent  with  overall  long- 
term  policy  goals. 

Due  to  the  limitations  on  time,  I  am  only  ^oing  to  comment  on 
four  of  the  eight  items  that  we  have  included  m  written  testimony. 
First,  I  will  start  with  the  proposal  to  reform  Medicare  payments 
for  direct  medical  education  costs  under  part  A  of  Medicare. 

The  administration's  proposal  has  two  components.  One  is  to  re- 
place the  existing  hospital-specific  payments  for  residents  with  a 
national  average  payment  per  resident,  and  the  other  has  to  do 
with  giving  more  recognition  in  weighting  toward  primary  care 
residents  and  less  to  others. 

On  the  first  of  these,  the  Commission  does  have  some  concerns. 
We  are  instead  proposing  that  a  payment  be  based  on  a  prospec- 
tively set  national  amount  that  is  adjusted  appropriately  to  recog- 
nize geographic  differences  in  cost,  and  we  are  suggesting  that  the 
model  for  tne  adjustment  be  the  part  B  GPCI's  under  Medicare. 
Also,  if  data  warrant,  we  think  that  there  could  be  adjustments, 
additional  adjustments,  for  a  year  of  training  and  for  specialty. 

We  have  problems  with  the  proposal  to  weight  primary  care  at 
a  higher  value  on  three  grounds.  One  is  that  it  is  not  likely  to  ad- 
dress the  existing  problem  of  having  unfilled  residencies  for  pri- 
mary care  physicians,  and  it  is  not  likely  to  create  a  sufficient  in- 
centive for  residency  positions  for  specialists  to  be  reduced.  And 
also  there  is  a  question  about  long-term  policy,  whether  we  should 
embody  in  law  a  policy  that  will  permanently  give  favorable  treat- 
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ment  to  one  class  of  physicians  if  later  it  is  the  case  that  other  spe- 
cialties become  short. 

The  Commission  has  a  comprehensive  policy  proposal  for  grad- 
uate medical  education  reform  in  its  1993  annual  report.  One  of 
the  features  is  that  Congress  would  set  limits  on  the  number  of 
residents  overall.  We  are  suggesting  something  along  the  following 
lines:  It  would  be  the  number  of  U.S.  medical  graduates  plus  10 
percent.  And  also  there  would  be  provisions  for  how  the  distribu- 
tion of  the  specialty  slots  would  occur,  including  consideration  of 
distribution  based  on  quality  of  the  educational  programs. 

Finally,  we  would  want  to  ensure  that  there  were  protective 
mechanisms  for  hospitals,  especially  those  in  underserved  areas, 
transitional  relief  for  reductions  in  the  residency  slots. 

Our  proposal  that  is  stated  in  the  annual  report  would  reduce 
overall  payments  to  hospitals  and  would  be  consistent  with  the 
budget  objectives.  There  would  be  fewer  residents,  there  would  be 
a  lower  per-resident  cost,  and  there  would  be  some  other  adjust- 
ments for  indirect  payments. 

The  second  comment  has  to  do  with  the  administration  proposal 
to  reduce  payment  rates  for  all  services  by  2  percent  except  for  pri- 
mary care.  We  are  assuming  that  the  VPS  mechanism  will  con- 
tinue and  that  the  approach  would  be  basically  to  establish  the  up- 
date and  then  subtract  2  percent  from  it.  The  Commission  has 
taken  a  consistent  position  that  there  be  a  single  update  for  all 
services,  regardless  of  whether  they  are  surgical  or  nonsurgical 
services,  and  has  not  supported  adaitional  updates  for  other  cat- 
egories, including  primary  care. 

However,  in  our  recommendation  this  year  in  the  annual  report, 
we  are  proposing  that  if  the  separate  updates  for  surgical  and 
nonsurgical  services  be  maintained,  that  we  also  then  have  a  sepa- 
rate update  for  the  broader  category  of  evaluation  and  manage- 
ment services,  not  just  primary  care  services. 

The  simplest  approacn  would  be  to  take  the  1993  conversion  fac- 
tor for  nonsurgical  services — ^it  is  about  $31 — and  simply  use  that 
as  the  base  for  updates  to  1994.  That  would  come  close  to  achieving 
the  budget  reduction  target.  If  that  isn't  sufficient,  the  $31  could 
be  adjusted  downward  slightly. 

Another  administration  budget  proposal  has  to  do  with  chanring 
the  default  formulas,  both  for  the  MVPS  and  for  the  update.  The 
administration  is  proposing  to  increase  the  size  of  the  performance 
standard  factor  and  also  to  increase  limits  on  how  much  the  MEI 
could  be  adjusted  downward. 

On  the  first  of  these,  the  proposal  would  be  to  increase  the  per- 
formance standard  factor  from  the  current  level  of  2  percent  to 
about  4  percent  by  1995. 

Generally,  the  Commission  supports  this,  but  our  approach  in  re- 
cent years  has  been  different.  Our  target  is  to  try  and  achieve 
growth,  reduce  growth  to  levels  that  are  consistent  with  gp'owth  in 
gross  domestic  product,  and  I  think  our  only  proposal  here  is  for 
legislation  to  specify  a  long-term  projection  of  GDP  as  the  default 
for  the  performance  standards. 

The  other  part  of  this  proposal  has  to  do  with  changing  the  up- 
date defaults.  Currently,  on  the  up  side,  there  are  no  limits,  and 
the  down  side  is  limited  currently  Dy  2.5  percentage  points,  a  sub- 
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traction  from  the  MEI.  Under  the  administration's  proposal,  this 
would  be  increased  to  as  high  as  6  percent  by  1996. 

The  Commission  believes  that  6  oercent  is  too  high,  that  the 
limit  should  be  5  percent,  and  that  it  also  should  be  applied  sym- 
metrically, both  on  the  up  and  down  side,  and  this  would  promote 
more  stability  payments. 

Finally,  I  would  like  to  comment  on  the  proposal  to  phase  in  ear- 
lier the  resource-based  practice  expense  approach  that  has  been  de- 
veloped by  the  Commission.  The  administration's  approach  would 
be  to  establish  screens  that  are  related  for  practice  expense  compo- 
nents to  the  work  components  for  the  same  services.  The  Commis- 
sion has  taken  a  position  that  the  overall  approach  to  resource- 
based  practice  expense  should  be  delayed. 

Implementation  should  not  begin  until  1997  for  at  least  two  rea- 
sons. One  is  that  data  currently  are  not  adequate  to  set  accurate 
relative  values  for  practice  expense,  and  also  we  would  like  to  see 
that  the  transition  under  the  work  value  part  of  the  Medicare  fee 
schedule  be  completed  so  we  can  fiilly  understand  the  implications. 

But  we  recognize  that  there  are  budget-cut  targets  for  the  next 
4  years,  and  the  Commission  had  to  consider  whether  to  have 
across-the-board  cuts  or  to  focus  on  practice  expense  as  a  way  to 
achieve  that  budget  reduction.  The  Commission  does  support  the 
latter,  provided  that  the  administration's  approach  be  adjusted  in 
the  following  way: 

We  would  propose  that  the  screen  for  practice  expense,  over- 
valued practice  expense  components  relating  to  the  work  values  be 
limited  only  to  the  non-oflfice-based  services.  Basically  this  would 
be  justified  because  non-oflfice-based  services  practice  expense  is 
mostly  indirect  costs,  and  under  the  Commission's  methodology 
these  vary  with  work  values. 

And  so  what  we  are  proposing  is  that  the  administration  ap- 
proach be  adopted  for  1994,  but  the  screens  only  be  applied  to  the 
non-oflfice-based  services.  Arid  then  when  data  are  available — and 
we  hope  this  will  be  by  the  beginning  of  1995 — the  screens  for  re- 
ducing the  overvalued  practice  expense  components  be  then  based 
on  the  practice  expense  methodology  adopted  by  the  Commission. 

Finally,  in  1997,  we  would  propose  that  both  reductions  and  in- 
creases in  the  practice  expense  components  occur  consistent  with 
the  methodology  that  we  have  proposed. 

That  is  about  all  that  I  am  going  to  comment  on  right  now.  I  do 
appreciate  the  opportunity  to  appear  before  vou.  The  staff  is  willing 
to  support  your  work  on  these  matters,  and  we  are  willing  to  take 
questions. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  RICHARD  V.  (DICK)  ANDERSON 

Interim  Chairman 

Physician  Payment  Review  Commission 

Mr.  Chairman,  I  am  pleased  to  come  before  you  to  present  the  Physician  Payment  Review 
Commission's  comments  on  the  President's  budget  proposals  that  relate  to  physician 
payment  under  Medicare.  Due  to  the  timing,  the  Commission  had  to  do  a  lot  of  its  work 
by  telephone.  Although  this  posed  less  of  a  problem  in  considering  proposals  in  areas  in 
which  the  Commission  has  been  actively  working,  in  others  our  comments  must  be  general, 
pending  further  opportunity  for  Commission  discussion. 

As  in  previous  years,  the  Commission  will  not  attempt  to  advise  you  about  the  overall 
magnitude  of  cuts  in  physician  payment.  Instead,  we  take  as  our  assignment  the  following: 
if  the  Congress  should  decide  to  reduce  spending  for  physicians'  services  in  the  Medicare 
program,  how  can  that  be  done  in  a  way  that  is  most  consistent  with  long-term  policy  goals. 

The  Commission  has  developed  comments  on  one  proposal  to  revise  hospital  payment 
(direct  medical  education)  and  seven  proposals  to  revise  physician  payment. 

REFORM  MEDICARE  PAYMENTS  FOR  DIRECT  MEDICAL  EDUCATION  COSTS 

The  President  has  proposed  revising  the  payment  method  for  the  direct  costs  of  graduate 
medical  education  (GME).  Currently,  Medicare  makes  payments  under  Part  A  to 
hospitals  for  direct  costs  including  residents'  stipends  and  fringe  benefits,  faculty  salaries, 
administrative  expenses,  and  allocated  institutional  overhead.  These  payments  are  paid 
to  teaching  hospitals  in  addition  to  DRG  payments  and  are  based  on  hospital-specific  per 
resident  costs  from  the  1984  or  1985  cost-reporting  years,  updated  for  inflation. 

The  President's  budget  proposal  has  two  components.  First,  it  would  replace  hospital- 
specific  calculation  of  per-resident  payments  with  a  GME  payment  based  on  a  national 
average  per  resident  amount.  Second,  through  weighting,  it  would  pay  more  than  this 
amount  for  primary  care  residencies  and  less  for  others. 

Prospectively  Set  Amount.  The  Commission  will  recommend  a  prospect ively-set  per 
resident  payment  in  its  forthcoming /I««ua/  Report  to  Congress  as  part  of  a  comprehensive 
reform  of  graduate  medical  education.  Hospital-specific  calculation  of  payments  under  the 
current  method  has  led  to  substantial  variation  in  payments  across  hospitals,  from  a  low 
of  $11,000  to  more  than  $100,000  per  resident.  This  variation  reflects  differences  in 
accounting  practices,  payments  to  supervisory  physicians,  and  differences  in  efficiency, 
rather  than  inherent  differences  in  the  cost  of  training. 

The  Commission  recommends  that  the  prospectively  set  amount  be  less  than  the  average 
of  current  payments,  with  the  difference  reflecting  the  results  of  past  HCFA  audits  that 
have  identified  payments  that  were  not  appropriate.  The  amount  should  be  uniform 
except  for  geographic  variation  determined  by  the  physician  work  component  of  HCFA's 
geographic  practice  cost  index  (GPCI).  HCFA  could  be  given  the  authority  to  vary  the 
prospective  payment  on  the  basis  of  year  of  training  and  specialty  if  supported  by  data  on 
costs. 

Weighting.  We  estimate  that  the  President's  proposal  for  weighting  would  increase  the 
average  payment  for  primary  care  residents  by  12  percent,  while  reducing  payment  for 
other  residents  in  their  initial  training  period  by  ^5  percent  and  for  all  other  residents  by 
5,^  percent. 

Although  the  Commission  supports  the  goal  of  increasing  the  proportion  of  physicians 
trained  in  generalist  fields,  it  does  not  consider  weighting  proposals  to  be  the  most 
effective  means  to  achieve  that  goal  for  several  rea.sons.  First,  creation  of  additional 
residency  positions  in  primary  care  appears  unnecessary  becau.se  there  are  many  existing 
unfilled  slots  in  these  fields.  Second,  weighting  would  likely  not  have  a  large  enough 
financial  impact  on  hospitals  to  induce  significant  reductions  in  specialty  residency 
positions.  Third,  despite  the  current  call  to  increase  the  proportion  of  generalises,  the 
nation  will  continue  to  require  well-trained  physicians  in  all  specialties.  Paying 
substantially  less  than  the  costs  of  specialty  residencies  may  not  be  a  wise  policy  over  the 
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long  term.  The  Commission  favors  limiting  the  number  of  positions  funded,  but  funding 
each  of  those  adequately  for  the  full  length  of  training. 

The  Commission's  Annual  Report  to  Congress  describes  a  comprehensive  policy  for 
financing  graduate  medical  education  that  is  intended  to  result  in  a  system  of  graduate 
medical  education  that  is  more  responsive  to  .societal  needs.   Briefly,  this  polic7  includes: 

•  a  congressionaliy  set  limit  on  the  total  number  of  residencies  to  be  funded, 
for  example,  U.S.  medical  graduates  plus  10  percent; 

•  a  federal  body  that,  using  both  objective  data  and  input  from  interested 
parties,  would  determine  the  distribution  of  these  slots  by  specialty; 

•  decisions  by  accrediting  bodies  to  select  those  residency  slots  to  be  funded 
on  the  basis  of  educational  quality; 

•  payments  for  the  direct  costs  of  GME  to  approved  residencies  from  a 
national  financing  pool  to  which  all  payers  would  contribute  a  percentage 
of  premiums  or  payments  for  medical  care  services;  and 

•  mechanisms  to  provide  transitional  financial  relief  to  teaching  hospitals  that 
lose  residents  but  still  must  meet  essential  service  needs. 

While  conceived  as  a  possible  component  of  health  system  reform,  the  Medicare  elements 
of  the  policy  would  reduce  outlays.  Reductions  would  come  from  making  direct  medical 
education  payments  for  fewer  residents,  from  a  lower  per  resident  amount  (described 
above),  and  from  lower  ratios  of  interns  and  residents  per  bed  in  the  formula  to  compute 
indirect  medical  education  payments. 

REDUCE  PAYMENT  RATES  FOR  ALL  SERVICES  EXCEPT  FOR  PRIMARY  CARE 

The  Administration  is  proposing  a  2  percentage  point  reduction  for  all  services  except 
primary  care  (mostly  office  visits).  As  we  understand  it,  the  proposal  would  not  suspend 
the  process  for  setting  the  conversion  factor  update  though  the  Volume  Performance 
Standard  (VPS).  Rather,  it  would  subtract  2  percentage  points  from  whatever  update  was 
determined. 

This  proposal  differs  from  an  across-the-board  cut  by  exempting  primary  care  services. 
The  Commission  made  such  a  distinction  in  its  budget  recommendations  in  years  prior  to 
enactment  of  the  Medicare  Fee  Schedule  and  the  Congress  provided  higher  updates  for 
primary  care  services  in  OBRA87  and  OBRA89. 

The  context  now  differs,  however.  Distortions  in  relative  payment  between  primary  care 
services  and  other  services  have  been  addressed  through  the  Medicare  Fee  Schedule.  The 
Commission  favors  a  uniform  update  for  all  physicians'  services.  If  the  Congress  continues 
the  surgical  and  nonsurgical  distinction  in  the  VPS,  the  Commission  recommends  a 
separate  VPS  for  evaluation  and  management  (EM)  services.  The  Commission  opposes 
establishing  still  another  conversion  factor  for  primary  care. 

Last  spring,  the  Commission  recommended  that  the  differential  update  for  1993  (0.8 
percent  for  nonsurgery,  3.1  percent  for  surgery)  should  apply  to  that  year  only  and  not 
affect  payment  in  later  years.  TTiis  could  be  accomplished  by  using  the  1993  conversion 
factor  for  nonsurgery  ($31.25)  as  the  base  for  the  1994  update  for  both  nonsurgical  and 
surgical  services.  Although  this  would  not  save  as  much  as  the  President's  proposal,  the 
savings  could  be  increased  to  that  level  by  lowering  the  base  for  the  1994  update  slightly 
from  the  $31.25  figure. 
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REDUCE  PHYSICIAN  MVPS  AND  UPDATE  "DEFAULT"  FORMULAS 

This  proposal  would  reduce  the  default  performance  standards  for  Fiscal  Year  1994  and 
thereafter  by  increasing  the  size  of  the  performance  standard  adjustment  factor.  In 
addition,  the  limits  on  reductions  from  the  MEI  in  the  default  formula  would  be  increased. 

Changing  the  Performance  Standard  Defaults 

As  specified  by  OBRA89,  the  performance  standard  default  formula  is  the  product  of  four 
factors  minus  the  performance  standard  adjustment  factor.  The  performance  standard 
adjustment  factor  is  currently  set  at  2.0  percentage  points.  Under  the  proposed  change, 
this  factor  would  be  increased  to  3.5  percentage  points  for  1994,  and  4.0  percentage  points 
for  all  subsequent  years. 

The  Commission  supports  changes  to  reduce  this  default  formula  in  order  to  cut  spending. 
As  the  Commission  has  developed  its  annual  recommendations  to  the  Congress  on  the 
VPS,  it  has  consistently  recommended  a  performance  standard  that  is  lower  than  the 
default  standard  in  current  law. 

The  specific  adjustment  factors  proposed  by  the  President  are  consistent  with  the 
Commission's  practice  of  basing  its  recommendations  on  the  principle  of  slowing  the  rate 
of  growth  of  spending  to  the  rate  of  growth  of  gross  domestic  product  (GDP)  by  1996 
(after  adjustment  for  the  more  rapid  growth  in  the  Medicare  population).  Our  only 
suggestion  is  for  the  legislation  to  specify  a  long  term  projection  in  GDP  as  the  default  for 
the  performance  standard. 

Changing  the  Update  Defaults 

Under  the  default  formula,  the  update  is  determined  by  subtracting  the  difference  between 
actual  expenditure  increases  and  the  performance  standard  from  the  Medicare  Economic 
Index  (MEI).  The  amount  that  can  be  subtracted  is  limited  to  2.5  percentage  points  for 
the  update  for  1994  and  3.0  percentage  points  for  subsequent  years.  The  proposal  is  to 
increase  this  limit  to  5.0  percentage  points  for  the  update  for  1996  and  to  6.0  percentage 
points  for  subsequent  years. 

The  Commission  endorses  the  concept  of  increasing  these  limits,  but  recommends  two 
modifications.  First,  a  limit  of  6.0  percentage  points  is  too  high.  One  of  5.0  percentage 
points  would  be  preferable.  Second,  these  limits  should  be  symmetric.  Given  the  large 
variation  in  year-to-year  rates,  it  would  be  appropriate  to  have  the  same  limits  on  amounts 
that  can  be  added  to  the  MEI.  Thus,  the  Commission  recommends  5.0  percentage  point 
limits  on  additions  or  subtractions  to  the  MEI  effective  with  the  update  for  1996. 

RESOURCE-BASED  PRACTICE  EXPENSE  PHASE-IN 

A  very  important  component  of  the  President's  proposals  that  affect  physician  payment, 
from  the  perspective  of  both  budget  savings  and  policy,  is  the  one  to  phase  in  resource- 
based  practice  expense  (RBPE).  Citing  the  Commission's  work  to  develop  a  resource- 
based  methodology  for  practice  expense,  the  Administration  proposes  a  transition  to  that 
policy  of  reducing  practice-expense  relative  values  for  services  in  which  the  ratio  to  the 
physician  work  value  is  particularly  high. 

The  Commission's  methodology  for  RBPE  involves  estimating  the  direct  and  indirect  costs 
for  providing  each  service.  Direct  costs,  which  can  be  linked  to  the  provision  of  specific 
services,  are  measured  through  industrial  engineering  methods.  Indirect  costs,  such  as 
office  rent  and  salaries  of  nonclinical  personnel,  are  allocated  in  proportion  to  the  sum  of 
direct  costs  and  physician  work.  In  its  IW3  Annual  Report  to  Congress,  the  Commission 
recommends  that  a  transition  to  RBPE  begin  in  1997.  The  delay  reflects  both  the  desire 
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to  complete  the  transition  to  the  Medicare  Fee  Schedule  before  embarking  on  further 
restructuring  of  the  pattern  of  payment  and  the  time  needed  for  collection  of  additional 
data  on  direct  costs. 

With  a  requirement  for  budget  savings  this  year,  the  Commission  had  to  consider  whether 
to  recommend  obtaining  a  portion  of  that  savings  by  targeting  those  services  anticipated 
to  be  reduced  under  RBPE.  Good  arguments  can  be  made  for  either  making  across-the- 
board  cuts  to  obtain  all  of  the  savings  or  obtaining  a  portion  of  the  savings  in  a  way  that 
changes  the  structure  of  payment  toward  the  that  envisioned  for  the  future.  The 
Commission  recommends  the  latter. 

We  then  considered  whether  the  Administration's  proposal  is  the  best  way  to  accomplish 
this.  The  proposal  should  be  evaluated  on  two  grounds:  how  closely  the  transition  tracks 
the  changes  in  relative  payment  under  the  RBPE  methodology  and  how  much  additional 
payment  restructuring  and  redistribution  is  appropriate.  The  Commission  has  simulated 
the  Administration's  proposal,  comparing  its  payment  rates  for  1996  with  those  under 
current  policy  and  those  under  the  Commission's  method  for  RBPE. 

The  Administration's  proposal  would  cause  significant  reductions  in  payments  for  some 
services  and  specialties  (Table  I).  For  example,  services  accounting  for  12  percent  of 
physician  payments  would  have  their  payment  rate  reduced  by  15  percent  or  more  by  1996. 
Services  accounting  for  0.5  percent  of  payments  would  be  reduced  by  ?>5  percent  or  more. 
Diagnostic  services  would  bear  the  brunt  of  these  reductions,  with  an  1 1  percent  cut,  with 
global  surgical  procedures  cut  S  percent.  At  the  specialty  level,  ophthalmology  would 
experience  a  10  percent  reduction,  with  cardiology,  thoracic  surgery,  and  orthopedic 
surgery  experiencing  reductions  of  5  percent. 

When  viewed  as  a  transition  to  RBPE,  the  Admini.stration's  proposal  would  be  uneven. 
To  assess  this,  we  calibrated  the  Commission's  RBPE  method  to  he  budget  neutral  with 
the  Administration's  proposal.  Diagnostic  procedures  would  experience  .12  percent  of  the 
eventual  cut  while  global  surgical  procedures  would  experience  only  18  percent  of  their 
ultimate  cut  (Table  2).' 

At  the  level  of  individual  services,  a  significant  minority  would  have  practice  expense 
relative  values  reduced  to  a  level  below  that  under  RBPE.  Of  the  7>00  office-based  services 
covered  by  the  Commission's  pilot  study  of  its  RBPE  method.  10  would  be  cut  to  levels 
below  their  RBPE  levels. 

The  Commission  also  has  concerns  with  the  fact  that  this  proposal  would  draw  all  of  its 
payment  reductions  from  the  practice  expense  component  of  the  relative  value  scale.  The 
three  components  of  the  scale-physician  work,  practice  expense,  and  malpractice  expense- 
were  calibrated  to  reflect  data  from  physician  surveys  on  shares  of  revenues  from  patient 
care.  To  draw  large  payment  reductions  from  only  one  component  would  distort  the 
relative  weights  of  these  three  components.  The  result  would  be  an  underpayment  of 
services  for  which  resource-based  practice  expense  is  large  in  relation  to  physician  work 
and  an  overpayment  for  services  with  relatively  large  physician  work  components. 

We  have  developed  an  alternative  to  the  Administration's  proposal.  First,  only  services 
provided  in  settings  other  than  the  office  would  be  screened  by  comparing  practice  expense 
relative  values  with  work  relative  values.  For  services  in  nonoffice  settings,  most  practice 
expense  is  indirect  costs.  Under  the  RBPE  method,  indirect  costs  are  allocated  in 
proportion  to  direct  costs  and  work.  Thus,  for  these  services,  the  Administration's 
proposal  is  very  close  to  the  Commission's  method.  For  office  services,  many  of  which 
have  substantial  direct  costs,  physician  work  is  not  a  good  proxy  for  total  practice  expense. 


'  Many  diagnostic  procedures  are  excluded  from  possible  reduction  in  Ihe  .Adminislralion's  proposal     For 
those  not  excluded,  the  percentage  would  be  much  higher 
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Thus,  by  limiting  the  proposal  to  nonoffice  services,  it  is  applied  only  to  services  for  which 
it  is  appropriate. 

Our  preliminary  simulations  suggest  that  this  modification  would  eliminate  all  of  the  cases 
in  which  practice  expense  relative  values  are  reduced  below  projected  levels  under  RBPE. 
The  sharp  reduction  in  payment  for  diagnostic  services  as  a  group  would  also  be  lower. 
Approximately  10  percent  of  the  savings  would  be  lost.  These  could  be  recovered  by  either 
a  uniform  adjustment  in  work  values  (this  would  partially  address  the  issue  of  too  much 
of  the  savings  coming  from  the  practice  expense  component)  or  an  adjustment  to  the 
conversion  factor. 

For  the  second  and  third  years  in  which  this  transition  is  in  effect,  we  recommend  that 
HCFA  substitute  screens  based  on  the  Commission's  RBPE  methodology.  We  understand 
that  the  micro-costing  study  by  the  Center  for  Health  Policy  Studies  that  covers  48 
physician  group  practices  will  completed  shortly.  The  results  might  well  permit  HCFA  to 
develop  screens  based  on  projected  RBPE  values  in  time  for  January  1995  implementation. 
With  such  data,  services  in  all  settings  could  be  screened  for  possible  reductions  in  practice 
expense  relative  values. 

Finally,  we  recommend  that  by  1997,  this  transition  involving  only  payment  reductions  end 
and  a  transition  to  the  full  RBPE  policy,  which  would  involve  payment  increases  as  well 
as  decreases,  begin. 

As  the  Commission  has  worked  on  methods  to  pay  for  practice  expense,  it  has  conducted 
parallel  efforts  to  pay  for  malpractice  expense.  TTie  1993  Annual  Report  to  Congress 
includes  a  recommendation  to  adopt  a  risk  of  service  (ROS)  method  to  pay  for 
malpractice.  RBPE  and  ROS  share  conceptual  underpinnings  and  are  also  linked  in  the 
sense  that  specialties  that  have  payments  reduced  under  RBPE  tend  to  have  payment 
increases  under  ROS.  The  Commission  has  considered  a  parallel  transition  to  ROS 
payment  to  reduce  spending  but  has  not  had  the  time  to  develop  a  proposal.  Nevertheless, 
it  urges  that  if  the  Congress  enacts  a  transition  to  resource-based  practice  expenses  that 
it  also  enact  ROS  payment  for  malpractice  expense. 

DRG  PAYMENT  FOR  INPATIENT  SERVICES  OF  RAPs 

The  Administration  has  proposed  to  bundle  payments  for  all  of  the  inpatient  services  of 
radiologists,  anesthesiologists,  certified  registered  nurse  anesthetists,  and  pathologists  at 
a  hospital  into  a  single  DRG-based  payment.  Payment  would  be  based  on  the  national 
average  Medicare  Fee  Schedule  payments  for  all  beneficiaries  admitted  to  hospitals  for 
a  specific  DRG.  If  the  hospital  medical  staff  met  certain  qualifications  to  receive  the 
payment,  it  could  elect  to  do  so.   Otherwise,  the  payment  would  go  to  the  hospitals. 

When  the  Reagan  Administration  made  a  similar  proposal  in  1987,  the  Commission  did 
not  support  it.  Some  of  the  problems  with  the  earlier  proposal  have  been  solved. 
Nevertheless,  the  proposal  would  profoundly  affect  the  complex  relationships  between 
hospitals  and  physicians  and  the  Commission  would  want  to  devote  considerable  study  to 
it  before  making  a  recommendation. 

Instead,  the  Commission  recommends  a  reform  in  payment  for  anesthesia  care  delivered 
by  a  team  comprised  of  a  certified  registered  nurse  anesthetist  (CRNA)  and  an 
anesthesiologist.  Currently,  Medicare  pays  20-.^()  percent  more  for  services  delivered  by 
a  team  than  for  those  delivered  by  a  solo  anesthesiologist.  Payments  to  anesthesia  care 
teams  should  be  capped  at  120  percent  of  the  payment  to  the  solo  anesthesiologist, 
declining  5  percentage  points  a  year  until  reaching  100  percent.  The  payment  to  the  team 
should  be  split  so  that  each  practitioner  receives  50  percent. 
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TTie  Commission  also  notes  thai  radiology  services  have  a  slower  transition  to  the 
Medicare  Fee  Schedule  than  is  the  case  for  physicians  of  other  specialties.  As  an 
alternative  to  the  DRG  proposal,  the  Congress  might  consider  a  speedup  of  this  transition 
to  be  more  consistent  with  the  standard  transition. 

ASSISTANTS-AT-SURGERY 

The  Administration's  proposed  budget  reductions  for  assistants-at-surgery  would  require 
the  Department  of  Health  and  Human  Services  (HHS)  to  identify  certain  procedures  and 
types  of  patients  that  require  a  physician  as  an  assistant-at-surgery.  In  all  other  instances 
in  which  an  assistant-at-surgery  bQls  Medicare,  the  primary  surgeon's  payment  would  be 
reduced  by  the  amount  paid  to  the  assistant. 

In  recent  years,  payments  to  assistants-at-surgery  have  been  reduced  substantially.  Under 
OBRAOO,  payments  to  assistants-at-surgery  were  reduced  20  percent,  and  procedures  with 
physicians'  billing  as  an  assistant-at-surgery  less  than  5  percent  of  the  time  nationwide  were 
excluded  from  payment.  In  addition,  policies  such  as  overvalued  procedures  and 
implementation  of  the  Medicare  Fee  Schedule  have  reduced  payments  further  by  reducing 
payment  rates  for  surgery  that  payment  for  assistants  is  tied  to.  From  1990  to  1991,  this 
reduced  Medicare's  spending  for  assistants-at-surgery  by  almost  half.  In  1992,  payments 
to  assistants-at-surgery  appear  to  have  declined  another  7.5  percent. 

With  payment  for  assistants  already  reduced  by  more  than  half,  the  Commission  is 
reluctant  to  recommend  further  cuts  without  first  assessing  the  impact  of  previous  policies. 
The  Commission  plans  to  analyze  data  for  1992  over  the  next  few  months  to  assess  the 
impact  of  these  recent  policies. 

The  Commission  nevertheless  encourages  HHS,  in  consultation  with  the  surgical  specialty 
societies,  to  identify  those  procedures  and  types  of  patients  which  require  a  physician  as 
an  assistant-at-surgery.  Such  guidelines,  even  without  restrictions  on  payment,  might 
encourage  more  appropriate  use  of  assistants  by  reducing  some  of  the  variation  in  practice 
style. 

BANNING  PHYSICIAN  SELF-REFERRALS 

The  Commission  has  not  done  significant  work  on  the  issue  of  physician  self-referral  and 
thus  cannot  provide  detailed  advice  on  the  Administration's  proposal.  We  are  aware  of 
the  recent  research  literature  and  its  findings  of  large  differences  in  rates  of  use  between 
referral  when  the  physician  has  no  financial  ties  and  self  referral.  Given  the  need  for  cost 
containment,  legislation  in  this  area  is  a  priority,  with  application  to  private  as  well  as 
governmental  payers  desirable. 

ELECTRONIC  BILLING  INCENTIVE 

This  proposal  would  encourage  more  physicians  to  submit  Part  B  claims  electronically  by 
charging  a  $1  penalty  per  paper  claim.  Recognizing  that  some  physicians  may  need  time 
to  switch  to  electronic  billing,  the  penalty  would  not  go  into  effect  until  January  1996. 

The  Commission  supports  expanded  use  of  electronic  billing  but  has  concerns  with  this 
approach.  With  the  Medicare  program  having  recently  required  physicians  to  submit  all 
claims  for  Medicare  patients,  the  $1  charge  for  paper  claims  appears  to  impose  a 
significant  "hassle"  on  some  physicians  that  would  produce  only  a  limited  gain  for  the 
program.  Physicians  most  impacted  by  the  charge  would  be  solo  practitioners  with  low 
volumes  of  Medicare  patients  who  perform  mostly  low-priced  services,  such  as  visits. 

Instead  we  suggest  a  number  of  steps  to  ease  physician  adoption  of  electronic  billing.  For 
example,  the  Congress  could  require  use  of  a  common  electronic  standard  to  be  used  by 
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all  insurers,  including  Medicare.  This  would  reduce  the  fixed  costs  to  physicians  of 
adopting  electronic  billing. 

CONCLUSION 

I  hope  that  these  comments  will  be  helpful  to  the  Committee  as  it  prepares  to  write 
legislation  to  meet  the  targets  established  by  the  budget  resolution  under  tight  time 
constraints.  The  Commission  and  its  staff  are  prepared  to  work  further  with  you  in  this 
process. 


Table  1 .  Impact  of  Administration's  proposal  for  transition  to  resource-based  practice 

expense,  by  service  family  and  by  specialty 

Percentage  change 


Family 

Evaluation  and  management  0 

Diagnostic  procedure  -10 

Therapeutic  procedure  -4 

Surgical  global  -8 

Specialty 

Cardiology  -5 

Family/general  practice  0 

Gastroenterology  -4 

Internal  medicine  -1 

Other  medicine  0 

General  surgery  -1 

Dermatology  0 

Ophthalmology  -1 1 

Orthopaedic  surgery  -5 

Thoracic  surgery  -5 

Urology  -1 

Other  surgery  -2 

Other  (not  RAPs)  -1 
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Table  2.  Comparison  of  Administration  proposal  and  Commission's  RBPE  method  with 

current  law* 

Percentage  change 


Administration 

RBPE  method 

Family 

Evaluation  and  management 

+  2 

+  11 

Diagnostic  procedure 

-6 

-19 

Therapeutic  procedure 

-1 

0 

Surgical  global 

-5 

-28 

Specialty 

Cardiology 

-2 

-10 

Family/general  practice 

+  2 

+  12 

Gastroenterology 

-1 

-16 

Internal  medicine 

+  2 

+5 

Other  medicine 

+  2 

+  5 

General  surgery 

+  2 

-6 

Dermatology 

+  3 

+  23 

Ophthalmology 

-8 

-11 

Orthopaedic  surgery 

-2 

-12 

Thoracic  surgery 

-2 

-21 

Urology 

+  2 

-3 

Other  surgery 

+  1 

-1 

Other  (not  RAPs) 

+  1 

+  8 

Total 

0 

0 

^o  facilitate  comparisons,  each  option  and  current  law  reflects  savings  from  Administration  proposal. 

Mr.  Cardin.  Mr.  Anderson,  let  me  thank  you  for  your  com- 
prehensive testimony. 

Dr.  Ginsburg,  did  you  want  to  add  anything? 

Mr.  Ginsburg.  No.  I  think  he  covered  it  all.  I  would  be  glad  to 
help  with  questions. 

Mr.  Cardin.  Well,  we  thank  you  for  your  comprehensive  testi- 
mony. 

Let  me  ask  you  a  question,  if  I  might.  You  point  out,  as  many 
witnesses  before  this  committee  have  pointed  out,  the  need  to  look 
at  the  way  that  we  train  physicians  as  far  as  their  specialties  are 
concerned  so  that  we  can  have  a  better  mix  in  regards  to  health 
care  reform,  particularly  more  trained  in  primary  health  care 
fields. 

You  also  indicated  there  are  many  strategies  that  could  be  used 
to  try  to  deal  with  training  more  physicians  in  primary  health  care. 

I  am  wondering  whether  the  Commission  has  any  information  as 
to  what  impact  the  reimbursement  system  could  have  on  influenc- 
ing medical  students  to  train  in  primary  health  care  fields  or  for 
physicians  to  practice  in  primary  health  care  fields,  whether  the  re- 
imbursement rates  have  much  influence  on  those  decisions  or  not 
and  whether  you  have  information  on  the  Commission  that  could 
be  usefiil  to  us  in  that  regard. 

Mr.  Anderson.  My  own  understanding  of  the  situation  is  that 
reimbursement  rates  do  have  an  effect.  We  are  changing,  as  you 
know,  to  a  resource-based  fee  schedule,  the  Medicare  fee  schedule, 
to  provide  more  appropriate  incentives  for  primary  care  physicians. 
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The  changes  that  are  being  proposed  for  graduate  medical  edu- 
cation also  involve  changes  in  reimbursement  that  in  a  general  way 
will  be  more  conducive  to  training  generalists. 

But  I  don't  know  that  we  realW  have  a  good  understanding  from 
my  perspective  of  the  effects  of  reimbursement  changes  on  deci- 
sions to  practice  in  primary  care. 

Mr.  GiNSBURG.  If  I  can  add  something,  so  far,  of  course,  we  have 
only  changed  the  structure  of  payment  for  Medicare,  and  that  only 
accounts  for  perhaps  30  percent  of  a  typical  physician's  practice 
load.  While  there  are  encouraging  signs  about  private  payers  and 
Medicaid  programs  moving  toward  the  Medicare  structure,  still 
most  of  the  payment  is  based  on  the  old  charge-based  system.  Since 
we  have  not  put  out  the  full  incentives  yet,  we  do  not  know  how 
far  it  will  go.  I  see  reform  of  the  financing  of  graduate  medical  edu- 
cation as  a  distinct  policy,  a  supply-side  policy  that  complements 
a  demand-side  policy  to  get  a  larger  and  a  faster  change  in  the  mix 
of  specialties  that  we  are  training. 

Mr.  Cardin.  Dr.  Ginsburg,  you  may  have  given  me  one  more  ad- 
ditional reason  why  we  should  consider  an  all-payer  rate  system  so 
that  we  could  control  the  entire  activity  in  addition  to  Medicare. 

Can  we  move  forward  in  reforms  in  regards  to  training  of  physi- 
cians in  primary  health  care  absent  the  overall  health  care  reform 
proposals  that  are  being  discussed? 

Mr.  Anderson.  Well,  I  think  we  can.  Clearly,  graduate  medical 
education  reform  is  a  component  of  broader  health  care  reform  gen- 
erally, and  it  need  not  be  delayed  or  tied  into  other  aspects  of  re- 
form. From  my  perspective,  the  sooner  the  better  start  in  this  area. 

Mr.  Cardin.  Your  statement  mentions  the  problems  of  self-refer- 
rals by  physicians,  but  you  point  out  the  Commission  hasn't  done 
a  good  deal  of  work  in  this  areas,  but  you  call  for  action.  I  was  curi- 
ous as  to  why  you  are  calling  for  action  if  you  haven't  done  much 
work.  Is  it  evident,  the  problem  that  is  there,  and  that  we  need  to 
take  action  on  self-referrals? 

Mr.  Anderson.  The  Commission  in  principle  strongly  supports 
reform  in  this  area.  We  simply  have  not  had  any  staff  work  in  this 
area,  and  the  Commission  has  not  had  an  opportunity  to  discuss 
the  details  of  reform  options.  In  a  conversation  by  telephone  last 
week,  Commissioners  did,  however,  agree  to  some  kind  of  a  legisla- 
tive authority  to  have  further  reform  in  existing  levels  of  con- 
straints. 

Mr.  Cardin.  Thank  you. 

Dr.  McDermott. 

Mr.  McDermott.  Thank  you,  Mr.  Chairman. 

I  would  like  to  ask  you  about  the  GME  change.  What  impact  do 
you  think  it  will  have  on  hospital  services?  I  had  a  delegation  from 
New  York  come  down  and  talk  about  the  disastrous  effects  to  the 
public  hospital  system  in  New  York  City.  But  I  think  that  it  is  true 
across  the  country,  especially  in  all-payer  States  where  you  have 
no  ability  to  shift  costs  in  hospitals.  How  are  you  going  to  have 
staffing  tor  the  major  hospitals  in  major  urban  areas  if  you  do  what 
you  are  proposing  to  do  to  GME? 

Mr.  Anderson.  Well,  as  I  mentioned  in  the  testimony,  Mr. 
McDermott,  we  are  proposing  transitional  relief  for  teaching  hos- 
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pitals,  especially  in  the  areas  that  are  underserved.  The  nature  of 
the  transitional  relief  can  be  determined  based  on  need. 

I  guess  at  some  point  if  there  has  to  be  special  provision  for 
maintaining  service  in  these  areas,  Congress  can  take  additional 
action  to  specifically  to  earmark  to  address  that  problem. 

Mr.  GiNSBURG.  If  I  can  add  something,  we  have  talked  about 
both  versions  of  this  proposal  that  would  be  a  part  of  health  care 
reform  and  then  versions  that  are  only  revisions  to  Medicare. 
Clearly  you  can  be  more  aggressive  with  this  policy  in  the  context 
of  health  care  reform,  because  in  that  situation  these  inner-city 
hospitals  would  all  of  a  sudden  have  paying  patients,  and 

Mr.  McDermott.  I  think  that  is  precisely  my  problem.  Making 
this  cut  by  itself,  without  overall  reform,  is  going  to  distort  the 
problems  in  inner  cities  tremendously.  I  am  really  worried  about 
doing  this.  If  you  say  you  are  going  to  give  relief  from  this  cutback 
on  a  need  basis,  I  think  the  line  will  start  right  here  and  will  go 
fi-om  New  York  to  Chicago,  to  Detroit,  to  Cleveland,  to  Atlanta,  to 
Los  Angeles.  Every  major  city  is  going  to  have  their  people  right 
here  inline. 

Don'tyou  believe  that? 

Mr.  GiNSBURG.  The  magnitude  of  the  reduction  we  are  talking 
about  and  the  number  of  positions  funded  isn't  that  large.  We 
would  start  with  the  first-year  residents,  and  it  would  move 
through.  So  it  would  take  effect  quite  gradually.  And  given  the  fact 
that  we  are  saving  money  for  each  position  that  we  don't  fund,  in 
a  sense  that  seems  to  generate  possibly  ample  supply  of  funds  to 
provide  relief  to  those  institutions  that  both  serve  a  significant  in- 
digent population  and  also  turn  out  to  have  lost  a  lot  of  their  fund- 
ed slots. 

Mr.  McDermott.  So  your  view  is  that  it  will  take  money  out  of 
suburban  hospitals  or  nonpublic  hospitals  and  shift  it  to  the  public 
hospitals.  That  is  basically  the  shifting  you  are  talking  about? 

Mr.  GiNSBURG.  Given  the  money  you  are  taking  out  of  hospitals, 
you  will  have  an  ample  base  to  fund  the  hospitals  that  lose  the  po- 
sitions that  are  going  to  have  difficulty  hiring  physicians  or  nurse 
practitioners  to  take  the  place  of  the  residents. 

Mr.  McDermott.  I  g^ess  I  doubt  that,  and  I  guess  we  will  see 
as  we  go  down  the  road.  But  I  want  to  ask  a  second  question  relat- 
ing to  this  whole  business  of  selecting  residencies  to  fund  on  the 
basis  of  quality.  Can  you  explain?  Give  me  some  idea  how  you  are 
going  to  judge  quality  of  a  residency. 

Mr.  GiNSBURG.  I  am  not  anticipating  that  the  Grovernment  would 
do  it.  But  we  have  an  infrastructure  of  specialty  boards  that  are 
now  accrediting  residency  programs  that  could  be  called  on  to  help. 

Mr.  McDermott.  So  the  boards  would  say  we  will  fund  the 
Georgetown  residency  in  surgery,  but,  George  Washington,  you 
don't  get  £my  residencies? 

Mr.  GiNSBURG.  The  board  would  rank  these  programs  as  to  its 
judgments  of  quality,  and  then  the  Government  would  presumably 
use  those  rankings  to  make  its  funding  decisions. 

Mr.  McDermott.  So  the  American  Board  of  Surgeons  would  set 
theirs,  and  the  American  Board  of  Cardiology  would  make  theirs, 
and  the  OB/GYN  people  would  make  their  own? 
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Mr.  GiNSBURG.  Generally,  that  way.  They  would  be  part  of  an 
overall  infrastructure  and  would  have  to  defend  their  choices  to 
their  colleagues  in  other  specialties.  But  the  real  responsibility 
would  be  placed  on  these  professional  accrediting  bodies.  In  some 
of  the  surgical  specialties,  we  have  a  history  of  those  bodies  closing 
a  number  of  programs  on  the  basis  of  their  not  meeting  quality 
standards.  For  that  reason,  in  these  specialties  the  number  of  sur- 
gical residencies  has  actually  not  grown  much  at  all. 

Mr.  McDermott.  I  guess  my  question,  then,  is  one  level  up  from 
that.  Who  would  make  the  decision  about  how  many  surgeons  we 
need  and  how  many  cardiologists?  Who  would  make  that  decision? 

Mr.  GiNSBURG.  That  is  right.  We  have  envisioned  some  govern- 
mental body  making  this  decision.  It  could  be  some  board  in  the 
Department  of  Health  and  Human  Services.  If  there  were  an  inde- 
pendent Federal  health  board  created  as  part  of  the  health  care  re- 
form legislation,  it  could  be  that  board  or  a  subsidiary  of  that  that 
made  these  decisions.  But  we  see  them  as  public  decisions. 

We  see  the  Congress  setting  the  overall  target  as  far  as  the  over- 
all number  of  residencies  that  the  government  would  fund  and  hav- 
ing some  commission  or  board  actually  making  the  decisions  spe- 
cialty by  specialty,  and  then  turning  to  the  profession  to  rank  the 
programs. 

Mr.  McDermott.  So  we  will  assume  that  sometime  in  the  near 
future  we  will  have  a  national  health  plan,  but  before  that,  you 
have  no  other  body  selected  that  would  do  that  in  the  near  term? 

Mr.  GiNSBURG.  Yes.  If  vou  were  passing  this  legislation  inde- 
pendent of  health  care  rewrm,  you  could  either  give  that  respon- 
sibility to  the  Department  of  Health  and  Human  Servics,  or  per- 
haps create  a  special  commission  or  board  with  just  those  respon- 
sibilities. 

Mr.  McDermott.  Let  me  go  to  one  other  thing,  because  I  listen 
to  these  ideas  about  how  you  are  going  to  get  physicians  to  choose 
primary  care  as  opposed  to  a  specialty.  And  when  the  average  in 
public  medical  school  debt,  the  average  medical  student  coming  out 
is  somewhere  around  $60,000  in  debt,  and  a  private  medical  school 
it  is  somewhere  close  to  $100,000,  do  you  see  any  incentive  in  any- 
thing you  are  talking  about  that  is  really  going  to  change  the  deci- 
sion by  medical  students  to  get  out  and  get  a  professional  specialty 
that  pays  off  that  debt? 

Mr.  GiNSBURG.  Well,  I  see  a  series  of  incentives.  First,  as  Mr. 
Cardin  mentioned,  the  restructuring  of  payment  would  reduce  the 
attractiveness  of  specialties  in  relation  to  primary  care.  Then,  if 
you  limited  the  number  of  slots,  there  would  be  some  physicians 
that  might  want  to  choose  a  specialty  but  wouldn't  find  a  slot  to 
get  into,  and  they  would  have  to  follow  what  might  be  their  second 
choice. 

The  Commission  has  discussed  medical  student  debt.  Even 
though  these  numbers  sound  high,  if  you  compare  them  to  the 
earning  stream  that  you  would  expect,  even  for  primary  care  physi- 
cians, the  debt  it  does  not  seem  to  be  a  big  amount.  I  think  the 
real  problem  is  that  the  students  have  to  start  paying  the  debt 
back  so  soon,  while  they  are  still  in  their  residency  years,  when  it 
is  very  difficult  for  them. 
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If  we  were  to  have  some  type  of  reform  on  debt,  the  key  thing 
to  emphasize  would  be  allowing  physicians  to  get  into  practice  be- 
fore they  have  to  start  this  payback. 

Mr.  McDermott.  When  I  got  out  of  medical  school,  I  was  $500 
in  debt,  and  I  did  not  choose  a  specialty  on  the  basis  of  pajnng  off 
a  big  debt.  I  think  it  is  a  big  driver  today.  And  I  believe  you  are 
creating  a  real  problem  if  you  say  we  are  going  to  limit  the  number 
of  specialty  slots,  but  people  are  still  going  to  get  out  of  the  medical 
school  $100,000  in  debt  and  there  is  no  place  to  go  to  make  it  back. 
If  you  go  out  into  general  practice,  you  will  be  paying  it  off  when 
you  are  75  years  old.  That  is  not  the  kind  of  incentive  that  is  ^oing 
to  get  the  best  people  going  into  medicine.  I  really  think  that  issue 
has  to  be  addressed. 

It  may  be  through  the  debt  structures  you  suggest  that  somehow 
you  allow  people  to  pay  off  on  the  basis  of  some  proportion  of  their 
income  or  something  else.  But  if  you  are  expecting  somebody  to 
come  out  of  medical  school  and  start  paying  the  debt  off  while  they 
are  in  residency,  which  is  what  is  presently  going  on,  you  are  just 
driving  anybody  who  thinks  about  it  out  of  the  profession.  I  think 
it  is  a  serious  disincentive  to  go  into  medicine,  and  I  think  it  is  one 
that  has  to  be  considered  in  any  kind  of  reform  program. 

Thank  you,  Mr.  Chairman. 

Chairman  Stark  [presiding].  Mr.  Levin. 

Mr.  Levin.  Thank  you. 

Let  me  just  ask  you  a  bit  about  following  up  what  Jim 
McDermott  has  questioned  about,  about  medical  education.  As  I 
understand  it,  you  are  proposing  that  instead  of  our  present  sys- 
tem, which  is  kind  of  a  hodgepodge,  that  we  really  set  some  limits 
by  specialties  and  let  some  mechanism,  some  entity  carry  out  those 
numbers?  Is  that  it? 

Mr.  Anderson.  That  is  basically  it. 

Mr.  Levin.  That  is  done  in  Canada,  is  it,  more  or  less?  Do  you 
know? 

Mr.  GiNSBURG.  I  believe  so. 

Mr.  Levin,  Well,  we  will  take  the  best  out  of  your  proposal,  Jim, 

If  vou  would,  give  me  the  strongest  argument  against  your  pro- 
posal. Let  me  ask  you  to  because  Jim  McDermott  and  others  have 
raised  this  issue.  I  think  it  is  correct  for  us  to  do  some  real  focusing 
on  the  issue  of  training  and  supply  of  health  care  professionals.  We 
will  also  ask  this  of  the  witnesses  who  are  coming  afler  you — some 
of  them  will  surely  disagree, 

Mr.  Anderson.  I  don  t  know  that  this  would  qualify  as  an  argu- 
ment against,  but  I  suspect  that  there  are  many  in  this  room  that 
would  be  concerned  about  whether  we  will  have  an  adequate 
stream  of  physicians  for  the  vear  2000  and  beyond  if  we  now  take 
precipitous  steps  that  might  be  regarded  as  arbitrary  to  limit  resi- 
dency positions  and  slots  and  allocate  them  in  certain  ways. 

Having  said  that,  my  own  level  of  concern  is  about  the  rate  of 
increase  of  physicians.  My  understanding  is  that  we  are  turning 
out  physicians  at  twice  the  rate  of  population  growth.  And  we  all 
know  that  not  only  do  physicians  generate  their  own  tax  on  na- 
tional incomes  somewhere  on  the  order  of  $150,000  to  $200,000 
now,  but  as  the  chairman  pointed  out  earlier,  the  additional  80  per- 
cent that  they  generate.  So  the  question  is:  Do  we  really  have  an 
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excess  currently,  and  how  do  we  maintain  sustainable  increases  in 
the  right  kinds  of  doctors? 

Mr,  Levin.  Dr.  Ginsburg,  any  comment?  Why  not  do  it  through 
the  incentive  structure  strictly? 

Mr.  Ginsburg.  You  mean  the  incentive  structure  of  the  relative 
incomes  in  different  specialties? 

Mr.  Levin.  Well,  and  also  in  terms  of  how  we  fiind  the  slots,  the 
support  that  we  now  give.  I  mean,  a  number  of  us  have  been  work- 
ing on  dramatic  changes  in  that.  A  surgeon  told  me  last  week  that 
whatever  we  did  would  not  matter,  because  in  some  cases  there  are 
vacancies  in  slots  where  the  reimbursement  to  the  facility  is  higher 
than  to  any  other  specialty. 

But  why  not  do  it  through  incentives? 

Mr.  Ginsburg.  Well,  I  think  there  are  two  concerns  about 

Mr.  Levin.  Managed  competition. 

Mr.  Ginsburg.  \VTiat  I  was  going  to  say  is  that  if  you  were  get- 
ting at  the  incentives  to  the  teaching  programs  by  having  the  Medi- 
care program  pay  more  generously  lor  primary  care  residencies  and 
pa3dng,  say,  a  lot  less  than  cost  for  other  residencies,  there  are  two 
problems. 

One  is  whether  those  incentives  are  strong  enough  to  get  signifi- 
cant effects  and  the  risk  that  you  could  do  this  and  turn  around 
5  years  later  and  decide  that  nothing  has  been  accomplished  you 
have  lost  5  years. 

The  other  problem  is  that  even  though  we  have  an  imbalance  in 
specialties,  we  clearly  still  need  specialists  to  be  trained  in  the  fu- 
ture, and  if  we,  across  the  board,  always  pay  much  less  than  pro- 
gram costs  for  specialty  training  in  good  institutions,  in  poor  insti- 
tutions, we  may  be  sending  the  wrong  signal  about  our  willingness 
to  support  graduate  medical  education.  We  could  even  wind  up, 
say,  inadvertently  creating  shortage  problems  in  some  areas  where 
they  do  not  exist  today. 

Mr.  Levin.  Thank  you. 

Mr.  Anderson.  Mr.  Levin,  I  would  just  like  to  add  that  one  could 
suggest  that  there  are  some  elements  of  managed  competition  in 
the  proposal  of  the  commission.  One  of  the  earmarks  of  managed 
competition  is  cost-conscious  choice  and  incentives  to  improve  qual- 
ity, and  especially  in  the  latter  area,  we  are  presuming  that  accred- 
itmg  agencies  will  establish  distributions  of  slots,  decisions  based 
on  quality,  and  I  also  think  that  there  are  elements  of  cost-con- 
scious choice  that  are  consistent. 

Mr.  Levin.  But  the  issue  is  not  only  one  of  quality,  right?  It  is 
one  of  overall  numbers. 

Mr.  Anderson.  That  is  correct. 

Mr.  Levin.  Thank  you. 

Chairman  Stark.  Thank  you.  We  will  be  having  some  discussion 
later  today  on  practice  expenses  or  resource-based  practice  expense. 
And  I  just  want  to  restate  what  I  understand  the  position  is  we  are 
in. 

When  we  wrote  the  physician  reimbursement  plan,  all  the  ad- 
justment and  the  negotiation  for  the  update  and  index  is  on  the 
part  of  the  physician's  reimbursement  that  goes  strictly  to  that 
physician's  personal  professional  service.  And  tnen  there  was  a  sec- 
ond component  that  I  will  just  call  overhead;  you  might  call  it 
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something  else.  But  it  deals  with  rent,  supplies  and  assistant's  and 
nurse's  salaries,  everything  except  malpractice  insurance. 

And  it  was  in  the  initial  bill  that  we  decided,  in  effect,  to  reim- 
burse that  basically  at  cost,  or  as  near  cost  as  we  could  determine. 
I  mean,  not  to  try  and  make  a  difference  between  a  pediatrician's 
overhead  and  a  neurosurgeon's  overhead;  whatever  they  spent,  we 
pretty  much  reimbursed  at  cost. 

Is  that  a  fair 

Mr.  Anderson.  Well,  the  current  OBRA  1989  approach  really 
recognizes  the  cost  as  reflected  in  traditional  charges  for  these 
services,  and  there  are  substantial  inequities. 

Chairman  Stark.  I  understand.  I  am  just  trying  to  get  to  where 
we  are. 

Mr.  Anderson.  Right. 

Chairman  Stark.  Is  it  a  fair  assessment  to  say  that  we  are  pret- 
ty much  reimbursing  on  a  cost  basis  or  a  historic  basis? 

Mr.  GiNSBURG.  I  would  say  that  we  are  paying  on  a  historical 
charge  basis. 

Chairman  STARK.  OK  And  how  do  we  adjust  that  currently,  just 
according  to  inflation  or 

Mr.  Gensburg.  Yes.  As  we  update  the  conversion  factor. 

Chairman  Stark.  If  we  go  up  4  percent,  overhead  goes  up  4  per- 
cent? 

Mr.  GiNSBURG.  That  is  right. 

Chairman  Stark.  And  that  was  depending  on  the  specialty, 
around  half.  Is  that  a  fair  assessment? 

Mr.  GiNSBURG.  Yes. 

Chairman  Stark.  Now  what  you  are  recommending  is  that  be- 
cause there  is  a  major  difference  in  the  overhead  component  as  a 
percentage  of  the  total  fee,  depending  on  what  kind  of  a  practice 
it  is,  we  ought  to  scale  those  reimbursements  for  overhead  on  some 
relationship  to  the  type  of  practice  or  its  relationship  to  the  overall 
fee.  Is  that  what  you  are  recommending? 

Mr.  Anderson.  That  is  the  administration  proposal,  and  we  are 
supporting  that  for  1994. 

Chairman  Stark.  Now  when  we  set  the  professional  fee,  that  ac- 
tion was  preceded  by  several  years  of  the  Hsiao  study  in  which  the 
physicians  participated  and  were  perhaps  the  determining  factor  in 
dividing  those  professional  fee  resource-based  relative  values;  is 
that  not  correct? 

Mr.  Anderson.  That  is  correct. 

Chairman  Stark.  But  what  we  are  suggesting  today  on  the  over- 
head side  has,  in  relation  to  that,  precious  little  data  and  precious 
little  negotiation  on  the  part  of  the  specialty  involved.  Is  that  a  fair 
assessment? 

Mr.  Anderson.  I  am  not  sure  that  I  would  agree  with  that,  Mr. 
Chairman.  We  have  had,  in  the  commission,  about  3  years  of  work 
on  developing  the  resource-based  practice  expense  approach,  and 
there  has  been  a  substantial  amount  of  data  from  certain  parts  of 
practices  analyzed  already.  Also  the  Center  for  Health  Policy  Stud- 
ies has  reasonably  good  information  now,  and  it  is  evolving  on 
about  50  more  clinical  practices. 

Chairman  Stark.  I  do  not  mean  to  question  your  good  research, 
but  it  is  my  understanding  that  under  the  previous  Hsiao  study  at 
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least  there  was  an  equilibrium  in  the  acceptance  of  that  study  by 
the  physician  community,  and  they  participated.  I  do  not  know  how 
they  selected  the  participants,  just  like  I  do  not  know  what  is  going 
on  in  the  White  House,  but  there  is  some  magic  formula  that  got 
all  the  doctors  into  the  act. 

What  I  am  sensing  is  that  all  of  the  doctors  have  not  come  to  a 
consensus  that  this  is  a  fair  way  to  allocate  the  overhead  part  of 
their  fees. 

Am  I  reading  that  right? 

Mr.  Anderson.  There  is  clearly  not  consensus  on  that. 

Chairman  Stark.  What  would  be  wrong 

Mr.  GcsfSBURG.  Excuse  me,  Mr.  Chairman. 

Chairman  Stark.  Go  ahead. 

Mr.  GiNSBURG.  The  comments  delivered  at  this  hearing  by  var- 
ious specialty  groups  recall  to  me  very  much  the  way  it  sounded 
in  1988  after  the  first  phase  of  the  Hsiao  study  had  been  available. 
I  recall  that  it  was  attacked  and  supported  verv  vigorously.  It  was 
only  later  on  that  medicine  decided  to  support  this. 

Chairman  Stark.  That  is  right,  and  not  all  of  them  did. 

But  what  I  am  suggesting  is  this  as  an  alternative.  If  we  were 
to  say  to  the  physician  community  that  the  guillotine  drops  in  2 
years  or  a  year,  whatever  it  takes,  and  here  is  the  pie,  guys;  this 
is  all  we  are  going  to  spend  in  the  aggregate;  you  fight  it  out— the 
surgeons  and  the  optometrists  and  tne  pediatricians.  You  set  the 
relative  values,  and  we  will  just  determine  the  size  of  the  pie.  That 
is  really  what  we  did  in  the  resource-based  relative  value,  is  it  not? 

Mr.  GINSBURG.  I  do  not  think  so.  I  mean,  you  had  a  study  that 
had  a  lot  of  participation  by  the  medical  profession. 

Chairman  Stark.  Right. 

Mr.  GiNSBURG.  But  my  sense  was  that  the  various  parts  of  the 
medical  profession,  the  various  specialties,  wanted  very  much  to 
fight  it  out  in  fi'om  of  the  commission  and  in  front  of  your  commit- 
tee than  do  it  within,  you  know,  some  professional  branch  of  medi- 
cine. 

Chairman  Stark.  We  never  had  any  debate  on  the  relative  val- 
ues. 

Mr.  GiNSBURG.  On  the  specifics. 

Chairman  Stark.  Right. 

Mr.  GiNSBURG.  On  the  specifics,  yes. 

Chairman  Stark.  Right.  Now  why  can  we  not  get  at  least  that 
far  on  the  overhead  side,  so  we  do  not  have  to  fight.  Why  should 
I  referee  between  a  proctologist  and  ophthalmologist  when  I  do  not 
know  what  they  do  anyway?  Let  them  worry  about  it.  And  what 
is  wrong  with  that,  because  we  are  going  to  get  the  same  aggregate 
dollars  smyway. 

Mr.  Anderson.  Well,  unless  I  am  misinterpreting  what  you  are 
suggesting,  Mr.  Chairman,  I  guess  the  answer  would  be  that  there 
is  a  principle  behind  RBRVS.  We  have  adopted  that  principle  for 
the  work  values. 

Chairman  Stark.  And  who  established  that  principle? 

Mr.  Anderson.  I  believe  Congress  established  the  principle. 

Chairman  Stark.  No,  no,  no,  no.  The  Hsiao  study  did. 

Mr.  GiNSBURG.  No,  the  Congress  did.  There  were  some  major  de- 
partures from  the  Hsiao  stu(^  that  were  written  into  the  legisla- 
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tioh,  and  I  think  Congress  made  the  big  decisions.  They  decided 
about  geographic  variation.  They  decided  about 

Chairman  Stark.  They  decided  about  what? 

Mr.  GiNSBURG.  About  how  to  vary  the  payments  in  different  geo- 
graphic areas. 

Chairman  Stark.  Yes,  yes,  yes,  yes.  Nonetheless  we  did  not  get 
into  the  issue  of  whether  an  office  visit  was  .3  RVOs  or  an  appen- 
dectomy was  1.7.  That  was  determined  by  the  Hsiao  study,  was  it 
not? 

Mr.  GiNSBURG.  That  is  right. 

Chairman  Stark.  All  right.  I  do  not  think  we  asked  three  ques- 
tions about  it.  We  said:  If  that  is  how  you  want  to  diwy  it  up,  fine. 

Mr.  GiNSBURG.  Mr.  Chairman,  in  leading  up  to  the  payment  re- 
form. Congress  actually  did  write  into  the  law  a  series  of  over- 
valued procedure  reductions. 

Chairman  STARK,  I  understand  that,  and  we  accepted  your  testi- 
mony, and  we  will  in  the  future.  I  am  just  trying  to  get  back  to 
if  it  is  true  that  the  physicians  participated  in  setting  the  relative 
value  scale,  did  they  not,  and  Congress,  in  the  initial  practice,  was 
not  involved  in  the  Hsiao  study. 

Mr.  GiNSBURG.  That  is  right. 

Chairman  Stark.  All  right.  What  would  be  wrong  with  demand- 
ing that  the  physician  community  do  the  same  relative  cost  or  rel- 
ative resource  allocation — ^you  call  it  whatever  you  want — and  say 
to  them:  You  all  decide,  however  you  choose.  You  all  can  review  it 
to  make  sure  they  are  not  gamine  the  system  in  some  unknown 
and  arcane  way.  And  then  we  will  do  it. 

What  would  be  wrong  with  that?  Why  would  we  not  get  to  the 
same  place? 

Mr.  Anderson.  There  is  the  question  about  whether  public  policy 
objectives  will  be  served  on  the  issue  that  we  were  just  discussing 
before,  and  that  has  to  do  with  the  distribution  of  physicians,  the 
incentives  to  expand  the  generalists  and  primary  care  physicians, 
and  the  implications  of  having  a  reimbursement  mechanism  that  is 
based  upon  real  input  cost  to  support  that  broad  policy  objective. 

And  I  guess  my  concern  might  be  that  if  this  is  limited  to  profes- 
sional medicine  making  decisions  about  allocations,  will  the  public 
interest  be  served? 

Chairman  Stark.  I  would  presume  that  the  public  interest  is 
going  to  be  served  by  the  aggregate  amount  we  spend  and  that  the 
determination  of  what  overhead  is,  is  a  determination  of  what  it  is. 

Now  that  is  something  I  can  do,  and  that  is  something  that  the 
IRS  can  do,  and  that  is  something  that  Touche  Ross  can  do.  Over- 
head is  overhead.  And  if  you  are  paying  taxes — and  I  presume  most 
physicians  are — it  does  not  take  a  rocket  scientist,  or  even  an  econ- 
omist, to  determine  what  their  overhead  is. 

This  is  a  factual  determination  that  takes  physicians  to  under- 
stand the  difference  between  what  a  surgeon  does  and  how  much 
office  space  they  need  and  what  kind  of  supplies  they  use.  To  my 
knowledge,  that  study  has  not  been  done  with  the  participation  of 
the  physician  community. 

Mr.  GiNSBURG.  Mr.  Chairman,  the  reason  you  cannot  use  data 
from  the  IRS  to  get  this  job  done  is  that  we  are  not  reimbursing 
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or  passing  through  overhead  expenses  of  physicians;  we  are  pajdng 
them  a  fee. 

Chairman  Stark  I  understand  that. 

Mr.  GiNSBURG.  And  in  a  sense  so  that  we  need 

Chairman  Stark.  And  half  of  the  fee  is  determined  on  some 
basis  in  overhead. 

Mr.  GiNSBURG.  That  is  right,  but 

Chairman  Stark.  And  now  you  want  to  change  that,  do  you  not? 

Mr.  GiNSBURG.  No.  I  mean,  we  still  want 

Chairman  Stark.  Yes,  but  you  want  to  change  how  it  is  divided 
up. 

Now  do  you  want  to  change  it  because  it  is  a  fair  allocation  ac- 
cording to  the  resources  used  by  various  specialties,  or  do  you  want 
to  use  it  as  a  way  to  change  physician  behavior? 

Mr.  GiNSBURG.  No,  the  goal  is  to  have  it  accurately  reflect  the 
different  resources  used 

Chairman  Stark.  In  performing  various  procedures. 

Mr.  GiNSBURG.  In  performing  various  procedures;  that  is  right. 

Chairman  Stark.  All  right.  Now  tell  me,  either  of  you,  whether 
you  think  that  a  hematologist  or  a  proctologist,  in  general,  would 
nave  more  resources  involved  in  the  procedure  that  they  do  most 
often? 

Mr.  GiNSBURG.  Well,  we  would  be  going  procedure  by  procedure. 

Chairman  Stark.  Do  you  have  the  foggiest  idea? 

Mr.  GiNSBURG.  We  would  be  going 

Chairman  Stark.  Paul,  I  asked  you  a  question.  Do  you  have  any 
idea  of  what  resources  a  proctologist  uses  or  a  hematologist  uses? 

Mr.  GiNSBURG.  Well,  you  have  to  give  me  the  name  of  a  proce- 
dure. 

Chairman  Stark.  Do  you  know  what  procedures  they  do? 

Mr.  GiNSBURG.  Yes. 

Chairman  Stark.  You  do.  All  right.  Well,  pick  a  procedure,  and 
tell  me  the  average,  because  you  have  to  look  at  their  total  prac- 
tice, not  each  procedure  at  a  time. 

The  doctors,  at  least  the  ones  I  have  been  to  say:  "We  are  going 
to  check  your  blood  pressure,"  and  then  we  are  going  to  give  you 
an  electrocardiogram.  Go  to  M  and  21st  Streets.  They  do  it  in  one 
office. 

Mr.  GiNSBURG.  That  is  right.  And  that  is  why  it  is  a  significant 
research  task  to  do  this,  but  it  is  a  doable  one. 

Chairman  Stark.  Ah! 

Mr.  GiNSBURG.  And  it  has  been  done. 

Chairman  Stark.  And  where  was  the  research  done? 

Mr.  GiNSBURG.  Basically  the  way  you  do  it,  in  our  opinion,  is,  let 
us  take  a  sigmoidoscopy. 

Chairman  Stark.  How  was  this  research  done?  How  was  it  done 
at  HCFA? 

Mr.  GiNSBURG.  Basically  there  are  two  studies  that  I  know 
about.  And  basically  they  talked  to  physicians  or  people  that 

Chairman  Stark.  About  how  many  physicians? 

Mr.  GiNSBURG.  Well,  one  study  that  HCFA  is  funding  covers 
about  500  physicians.  And  basically  they  asked  the  people  that 
managed  those  practices:  How  much  time  of  a  nurse  does  this  pro- 
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cedure  take?  Does  it  take  a  specialized  piece  of  equipment?  How 
much  does  it  cost? 

Chairman  Stark.  Now  you  are  talking. 

Mr.  GnsiSBURG.  It  is  data  like  that,  and 

Chairman  Stark.  Then  why  can't  the  doctors,  using  data  like 
that,  come  up  with  something,  and  that  is  going  to  be  some  nego- 
tiating, that  they  agree  on.  Why  should  I  nave  to  fight  here  be- 
tween the  doctors? 

We  are  going  to  hear  testimony  today  from  the  guys  who  are  get- 
ting gypped  or  think  they  are  getting  gypped  because  their  fees  are 
going  down.  They  are  going  to  groan  about  what  you  propose,  and 
those  who  are  going  to  get  a  little  more  money  are  going  to  sit  here 
and  applaud  it. 

Why  do  we  want  to  get  into  that  fight?  Why  can't  you  put  the 
doctors  in  a  box  and  say:  OK,  guys  come  up  with  a  solution.  We 
will  spend  the  same  amount  of  dollars  either  way,  because  we  are 
going  to  put  the  cap  on. 

So  what  is  wrong  with  that? 

Mr.  GiNSBURG.  Well,  I  think  in  either — ^both  in  the  original  ap- 
proach and  in  this — what  vou  are  being  asked  to  do  is  just  to  define 
an  overall  method  for  making  these  calculations  and  to  choose  the 
numbers  here. 

Chairman  Stark.  Well,  who  is  going  to  choose  the  numbers? 

Mr.  GiNSBURG.  Well,  the  numbers — as  in  the  fee  schedule 

Chairman  Stark.  Ira  Magaziner?  [Laughter.] 

Mr.  GiNSBURG.  As  in  the  fee  schedule,  the  Congress  chooses  a 
method  for  developing  them,  and  it  is  the  administration's  job  to 
come  up  with  7,000  numbers. 

If  you  recall  the  Hsiao  study,  the  medical  profession  wanted  to 
do  the  study  itself 

Chairman  Stark.  Yes. 

Mr.  GiNSBURG.  But  HCFA  said:  No,  we  want  a  professor  to  do 
this,  and  you  can  help  him. 

Chairman  Stark.  Yes. 

Mr.  GiNSBURG.  And  that  is 

Chairman  Stark.  OK  Well,  why  do  we  not  have  you  guys  do  it 
and  let  the  doctors  help  you? 

Mr.  GiNSBURG.  Well,  that  is  what  we  have  done. 

Chairman  Stark.  Well,  I  think  you  are  going  to  hear  some  testi- 
mony today  that  they  do  not  feel  that  they  were  included  in  those 
decisions. 

Mr.  GiNSBURG.  Well,  yes. 

Chairman  Stark.  And  all  I  am  saying  is,  we  did  it  quite  well  on 
a  much  more  complicated  and  less  objective  target.  Professional  re- 
sources is  a  very  elusive 

Mr.  GiNSBURG.  That  is  right. 

Chairman  Stark  [continuinj^.  Sort  of  thing,  the  kind  of  thing 
they  love  in  the  White  House.  They  have  about  500  people  up  there 
deciding  very  delicate  things  like  that. 

Now  we  are  just  talking  about  numbers  such  as  rent,  or 
stopwatching  a  nurse. 

Mr.  GiNSBURG.  Yes. 

Chairman  Stark.  You  learn  that 

Mr.  GiNSBURG.  It  should  be  a  lot  easier  to  do  this. 
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Chairman  Stark.  And  therefore  you  should  have — if  the  doctors 
are  in  it  and  there  is  a  deadhne,  then  we  do  not  have  all  of  this 
complaining. 

All  I  am  getting  at  is,  you  know,  why  can't  we  push  that  on  them 
and  say:  You  come  up  with  the  numbers?  We  will  adjust  them  any- 
way; you  know  that.  But  at  least  they  are  all  in.  They  sigfn  off. 
Then  they  have  done  it. 

I  do  not  understand  why  we  have  to  sort  out  among  the  physi- 
cians who  is  winning  and  who  is  losing.  Why  not  let  them  fight 
over  that?  What  is  wrong  with  that? 

Mr.  GiNSBURG.  Well,  all  you  are  really  being  asked  to  do  is  just 
name  the  approach  and  then  leave  it  to  HCFA  or,  whoever  Uiey 
choose  as  a  contractor  to  conduct  the  research,  to  involve  the  doc- 
tors. 

From  the  experience  that  we  have  had  researching  this 

Chairman  Stark.  Then,  Paul,  where  do  I  get  the  votes?  These 
guys  can  dream  up  consultants;  we  can  go  to  the  Jackson  Hole 
gp'oup,  but  I  still  have  got  to  pass  the  bill.  Now  who  do  I  get  to  con- 
sult with  me  on  that  issue? 

Mr.  GiNSBURG.  Well,  I  think  the  situation  now  is  that  you  need 
to  produce  some  budget  savings  and  that 

Chairman  Stark.  I  can  do  that  without  any  trouble.  I  think  what 
you  are  trying  to  do  is  a  very  good  idea,  but  I  think  politically  you 
have  missed  the  point.  You  leave  it  to  us  to  referee  the  scrapping 
between  the  specialties,  and  that  is  something  that  we  will  do  very 
inefficiently  and  with  a  tremendous  lack  of  knowledge,  and  we 
could  give  you  some  bad  results.  And  then  where  are  we? 

All  I  am  suggesting  is  that  it  worked — admittedly  there  was  a  lot 
of  controversy— but  there  was  never  any  controversy  to  speak  of  in 
the  reimbursement  program  when  we  dealt  with  the  relative  val- 
ues. They  signed  off. 

Now  what  I  am  saying  is,  they  will  stall.  If  they  do  not  want  it, 
they  will  not  sign  off.  I  can  fix  that  with  a  deadline,  at  which  point 
we  do  not  pay  them  anything.  Then,  they  will  agree  very  quickly. 

But  then  I  do  not  understand  what  this  rush  to  closure  is  here. 

Mr.  GiNSBURG.  I  think  the  process  that  you  are  suggesting  is  not 
very  different  from  what  the  Commission  is  suggesting.  We  con- 
sider our  work  to  have  been  in  the  nature  of  a  pilot  study,  and  we 
did  it  to  show  that  it  could  be  done,  and 

Chairman  Stark.  All  right. 

Mr.  GiNSBURG.  And,  maybe  we  should  not  have  done  this. 

Chairman  Stark.  No,  that  is  fine.  So  then  you  are  saying  we 
need  another  study  to 

Mr.  GiNSBURG.  That  is  right.  It  is  a  pilot  study.  And  the  other 
thing 

Chairman  Stark.  Then  let  us  suppose  we  did  this.  That  is  one 
of  the  issues.  We  need  to  study  this  so  we  get  the  right  balance. 
And  vou  have  an  issue  in  here:  You  want  to  adjust  the  targets, 
right/  You  think  that  is  a  good  idea? 

Mr.  GiNSBURG.  Adjust  the  targets? 

Chairman  Stark.  For  the  updates.  Right?  You  think  that  would 
be  good;  is  that  correct? 

Mr.  GiNSBURG.  Yes,  I  mean,  given  the  need  to  save  money. 
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Chfiirman  Stark.  All  right.  And  then  you  also  want  to  talk  about 
something — and  my  question  to  you  on  that  one,  just  to  put  that 
aside  for  a  moment,  is — ^you  intend  to  make  a  proposal  for  support- 
ing gpraduate  medical  education.  Is  there  any  reason  that  that 
would  not  be  just  as  well  determined  and  legislated  in  an  overall 
health  care  reform  package,  particularly  since  we  do  not  have  the 
proposal  yet? 

Mr.  Anderson.  Well,  Mr,  Chairman,  while  you  were  out,  we  in- 
dicated in  response  to  that  that  reform  of  graduate  medical  edu- 
cation could  certainly  proceed  without  being  tied  to  broader  health 
care  reform  proposal  because 

Chairman  Stark.  Or  it  could  be  in  them. 

Mr.  GiNSBURG  [continuing].  Of  the  long  pipeline  and  the  need  for 
changes  currently. 

Chairman  Stark.  Let  us  suppose  that  we  just  had  a  postpone- 
ment of  the  update  and  put  the  targets  in  and  required  that  this 
practice  expense  phasein  take  place  at  some  determined  point  in 
the  ^ture  and  drop  the  gavel  and  said  that  gets  us  the  $50  billion. 
Is  there  anything  wrong  with  that? 

Mr.  Anderson.  If  the  freeze  is  on  the  ME!  component  of  the  up- 
date, but  that  the  other  factors 

Chairman  Stark.  I  was  not  talking  about  a  freeze.  That  is  a  bad 
word.  I  am  talking  about  a  postponement  of  the  COLA. 

Mr.  Anderson.  Well,  the  postponement  of  the  update — 

Chairman  Stark.  Just  like  we  are  going  to  do  to  Ginsburg's  sal- 
ary. We  are  just  going  to  postpone  his  COLA  a  little  bit. 

Mr.  Anderson.  If  it  only  relates  to  the  update  factor  itself  but 
does  not  influence  some  of  the  other  components  of  the  calculation. 
And  I  think  it  would  be  less  objectionable.  But  there  is 

Chairman  Stark.  OK,  but  that  is  what  I  am  saying. 

Mr.  Anderson.  I  have  one  concern,  Mr.  Chairman,  and  that  is 
that  we  are  running  a  huge  experiment  in  elements  of  health  care 
reform  in  the  Medicare  program.  One  of  them  is  a  voluntary  ap- 
proach to  expenditure  targets. 

Chairman  Stark.  Who  is  running  that? 

Mr.  Anderson.  Well,  I  am  just  saying  that  the  Medicare  pro- 
gram has  some  elements  of  reform  that  are  envisioned 

Chairman  Stark.  By  whom? 

Mr.  Anderson.  I  think  in  your  own  bill  under  an  approach  to  a 
single-payer  system  with  expenditure  targets,  there  are  elements  of 
containing  increases  in  expenditures  and 

Chairman  Stark.  That  are  voluntary? 

Mr.  Anderson  [continuing].  The  Medicare  approach 

Chairman  Stark.  That  are  voluntary? 

Mr.  Anderson  [continuing].  Is  not  consistent  with  your  bill,  but 
it  is  a  voluntarv  approach,  and  I  think  we  need  to  understand  the 
implications  of  having  voluntary  incentives  to  contain  increases. 

Chairman  Stark.  If  I  have  something  in  there  that  is  voluntary, 
let  me  know,  because  I  will  take  it  out.  [Laughter.] 

It  will  not  get  scored,  you  know. 

Mr.  Anderson.  I  am  really  using  that  word  in  a  different  way. 

Chairman  Stark.  Good. 

Mr.  Anderson.  We  do  not  have  fixed  expenditure  targets  for  doc- 
tors. 
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Chairman  Stark.  Right. 

Mr.  Anderson.  And  if  their  behavior  justifies  reductions,  they 
occur.  If  their  behavior  does  not,  increases  will  be —  — 

Chairman  Stark.  Those  are  called  risks  jmd  rewards. 

Mr.  Anderson.  Right. 

Chairman  Stark.  OK. 

Mr.  Anderson.  And  I  believe  that  we  need  to  play  that  hand  out. 
It  would  be  helpful  to  understand  that  approach  to  expenditure  tar- 
gets. 

Chairman  Stark.  Well,  I  think  we  are. 

Mr.  Anderson.  Yes. 

Chairman  Stark.  I  mean,  I  have  no  quarrel  with  that.  I  am  sug- 
gesting that  if  we  do  the  principal  reform  that  you  have  mentioned, 
we  are  not  going  to  do  this  practice  expense  overnight,  because  it 
is  going  to  take  some  more  study  to  get  the  numbers  right.  There 
are  other  things  we  can  do  to  hit  the  target. 

The  target  becomes  the  balancer.  We  will  just  adjust  the  update 
and  wait  because  in  smother  month  or  two  we  are  going  to  do  a  re- 
form package,  and  we  can  then  see  how  they  all  mesh  together. 

Mr.  GiNSBURG.  Mr.  Chairman,  I  think  it  is  a  close  call  to  say 
where  the  two  get  savings  from,  reducing  practice  expenses  compo- 
nents for  some  services  or,  say,  reducing  the  update. 

What  is  important  is  the  notion  that  physicians  have  a  perform- 
ance standard  and  they  are  at  risk  for  how  they  do.  It  is  really  im- 
portant that  just  when  they  did  poorly,  they  were  penalized,  that 
if  they  have  earned  a  reward,  that  they  get  a  reward,  and  that 

Chairman  Stark.  I  think  that  is  essential,  absolutely  essential. 
And  as  a  matter  of  fact,  postponing  the  update  does  tnat,  does  it 
not?  It  leaves  all  those  risks  and  rewards  in  place. 

Mr.  GiNSBURG.  Well,  yes,  if  you  are  saying  postponing  a  compo- 
nent of  it,  but  still  have  the  reward  part  move  through.  That  is  the 
critical  thing. 

Mr.  Anderson.  The  question  is,  in  my  view,  if  you  can  begin  to 
move  toward  the  practice  expense  resource-based  approach  and 
achieve  the  budget  objectives  at  the  same  time,  would  that  not  be 
preferable,  because  you  are  moving  toward  a  long-term 

Chairman  Stark.  Yes,  we  could  do  it.  But  it  just  seems  to  me, 
it  is  going  to  take  a  little  while  to  negotiate  what  that  is  ^oing  to 
be.  And  as  I  say,  I  think  we  will  hear  today  from  other  witnesses 
that  there  are  some  differences  of  opinion.  And  I  would  just,  you 
know — that  is  goin^  to  be  terribly  boring  testimony,  and  it  is  going 
to  be  easy  to  identify  the  winners  and  losers.  The  winners  are  for 
it;  the  losers  are  against  it.  And  with  the  exception  of  Dr. 
McDermott,  we  are  not  going  to  understand  what  they  are  talking 
about. 

So  my  instincts  are  to  send  them  back  to  the  drawing  room  and 
say:  You  guys  come  up  with — ^in  connection  with  PPRC  or  whatever 
you  want. 

Mr.  GiNSBURG.  I  think  the  physician  community  clearly  has  re- 
spect for  this  pilot  study,  because  they  are  believing  the  results 
aoout  who  are  the  winners  and  who  are  the  losers.  I  mean,  just 
like  they  had  it  in  1988,  where 

Chairman  Stark,  The  way  to  get  them  to  all  ag^ee  is  to  make 
them  all  losers,  big  losers,  and  then  they  will  figure  out  that  maybe 
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there  is  a  better  way.  You  know,  there  is  a  risk  and  reward  in  that, 
too.  You  have  got  to  want  to  legislate. 

Mr.  GiNSBURG.  Yes.  But  I  do  not  think  that  they  ever  agreed  on 
physician  work.  The  surgeons  still  do  not  agree  with  the  concept. 
It  is  just  that  you 

Chairman  Stark.  Yes,  but  they  bought  into  it.  I  mean,  the  ab- 
sence was  worse.  If  they  did  not  buy  into  it,  then  the  threat  was 
thev  were  going  to  have  you  coming  around  and  pick  procedures 
and  cut  the  price  in  half.  So  we  have  a  deep  and  abiding  apprecia- 
tion to  the  incentive  you  gave  them  to  understand  that  our  legisla- 
tion was  brilliant. 

They  didn't  believe  that,  but  you're  worse.  You're  mean  and  ugly, 
you  know,  tough.  So  the  threat  to  the  physicians  to  get  them  to  go 
along  is  that  we  don't  do  what  you  do.  For  that,  we  are  etemally 
grateful. 

Mr.  McDermott.  I  apologize. 

Mr.  McDermott.  May  I  just  ask  one  more  question,  Mr.  Chair- 
man? 

Chairman  Stark.  Certainlv. 

Mr.  McDermott.  I  wanted  to  ask  about  the  indirect  medical  edu- 
cation and  your  decision  to  reduce  the  per  resident,  per  patient  or 
per  bed  ratio.  Do  you  have  some  idea  in  vour  mind  about  what  the 
appropriate  ratio  is,  or  were  you  just  looking  for  an  amount  of 
money  and  so  you  took  it  down  .  1  or  .2  or  whatever? 

Mr.  Gdnjsburg.  Actually,  it  is  neither.  I  know  that  our  sister  com- 
mission ProPAC  does  research  on  what  the  appropriate  formula  is 
for  the  indirect  cost,  and  they  have  provided  advice  to  you  before 
that  they  think  the  formula  is  too  generous. 

The  only  point  we  were  making  is  that  if  you  have  a  formula 
based  on  residents  per  bed  and  you  have  fewer  residents,  then 
automatically  the  aggregate  amount  paid  out  in  indirect  medical 
education  adjustments  is  smaller.  But  we  are  not  proposing  any 
change  in  that  component  of  the  payment  system. 

Mr.  McDermott.  In  your  testimony  here,  where  it  says,  "While 
conceived  as  a  possible  component  of  reform,  the  Medicare  ele- 
ments of  the  policy  would  reduce  outlays,  reductions  would  come 
from,"  you  are  just  saying  as  a  natural  result  of  reducing  the  num- 
ber of  residents,  you  would  reduce  the  number  of  residents  per  bed? 

Mr.  GiNSBURG.  Yes,  that's  right. 

Mr.  McDermott.  OK,  Thank  you. 

ChairmEin  Stark.  Mr.  Levin. 

Mr.  Levin.  Just  one  quick  question,  because  we  need  to  move  on. 
Would  it  be  fair  to  ask  vou,  would  it  be  within  vour  responsibilities 
to  answer  a  question  for  me,  to  tell  me  whicn  of  the  President's 
part  B  proposals,  and  the  CBO  proposals  are  the  most  feasible  and 
those  that  are  least  most  difficult  to  carry  out,  which  are  best  pol- 
icy and  which  are  worst? 

Mr.  Anderson.  We  would  prefer  to  think  about  that  as  a  com- 
mission and  give  you  advice  later  on  that.  I  don't  know  that  I 
would  be  able  to  do  that  other  than  in  a  very  arbitrary  way  at  this 
moment. 

Mr.  GiNSBURG.  Mr.  Levin,  I  don't  think  that  any  of  the  proposals 
that  we  have  reviewed  from  the  administration  have  serious  ques- 
tions as  to  whether  they  could  be  administered. 
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Mr.  Levin.  You  say  you  do  not  have? 

Mr.  GiNSBURG.  Yes.  I  am  not  aware  of  doubts  that  any  of  them 
could  be  administered.  The  issue  was  are  they  good  policy  or  not. 

Mr.  Levin.  Right.  How  about  on  that? 

Mr.  GiNSBURG.  Well,  I  think  we  have  given  you  a  sense  of  which 
ones  we  support  and  which  ones  we  do  not  and  which  ones  we 
think  would  be  better  if  they  were  modified.  But  I  have  not  dis- 
cussed rankin|^  them  as  to  wnich  are  the  best  policy.  We  probably 
could  do  that,  if  you  would  like. 

Mr.  Anderson.  There  were  a  couple  of  the  items  that  we  simply 
haven't  considered  and  would  like  an  opportunity  to  do  that.  For 
example,  bundling  the  RAP  payments  will  introduce  some  complex 
issues  in  relationships  between  physicians  and  hospitals,  and  we 
are  actually  proposing  a  consideration  of  an  alternative  that  is  con- 
sistent with  something  that  we  have  proposed  in  our  annual  report 
this  year,  and  that  is,  instead,  to  take  the  reductions  that  we  pro- 
posed through  reform  of  payments  to  the  anesthesia  care  team. 

Mr.  Levin.  Well,  if  you  could  as  systematically  as  possible,  as 
fully  as  possible  within  your  responsibilities  provide  us  those  in- 
puts soon,  it  would  help. 

Mr.  Anderson.  We  would  be  glad  to  do  that. 

Mr.  Levin.  Thanks. 

Chairman  Stark.  Thank  you  verj^  much. 

Our  next  panel  includes  five  witnesses  representing  physician 
groups.  They  are  Dr.  P.  John  Seward,  a  member  of  the  board  of 
trustees  of  the  American  Medical  Association,  Dr.  Denman  Scott, 
senior  vice  president  for  health  and  public  policy  with  the  Amer- 
ican College  of  Physicians,  Dr.  George  Block,  chairman  of  the  advi- 
sory council  for  surgery,  testifying  for  the  American  College  of  Sur- 
geons, Dr.  John  Tudor,  president  of  the  American  Academy  of  Fam- 
ily Physicians,  and  Dr.  Rufus  Stanley,  representing  the  American 
Academy  of  Orthopaedic  Surgeons. 

We  welcome  the  gentlemen  to  the  committee,  and  seeing  that  the 
members  of  the  committee  have  fought  most  of  your  battles  for  you 
already,  we  will  ask  you  to  summarize  or  expand  upon  your  testi- 
mony. Your  written  testimony  will  appear  in  the  record  in  its  en- 
tirety. 

We  will  start  off  with  Dr.  Seward, 

statement  of  p.  john  seward,  mx).,  member,  board  of 
trustees,  american  medical  association,  accom- 
panied by  bruce  blehart,  director,  division  of  fed- 
eral  legislation 

Dr.  Seward.  Thank  you,  Mr.  Chairman  and  members  of  the  com- 
mittee. 

I  am  John  Seward.  I  am  a  practicing  family  physician  from  Rock- 
ford,  111.,  and  a  member  of  the  board  of  trustees  of  the  American 
Medical  Association,  and  with  me  is  Bruce  Blehart,  director  of  the 
association's  Division  of  Federal  Legislation. 

The  AMA  appreciates  the  opportunity  to  appear  today  before  you 
to  discuss  the  subject  of  Medicare  and  Medicaid  budget  proposals 
for  fiscal  year  1994. 

As  a  starting  point,  we  all  must  recognize  that  Medicare  and 
Medicaid  cuts  cannot  be  viewed  in  a  vacuum.  With  momentous 
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changes  in  how  health  care  services  are  provided  and  covered  close 
down  the  road,  the  AMA  is  not  treating  Medicare  and  Medicaid 
budget  cuts  in  the  reconciliation  process  just  as  business  as  usual. 

The  AMA  £uid  physicians  are  cognizant  of  the  need  to  reduce  the 
budget  deficit  and  to  control  spending,  and  we  reco^ize  that  such 
decisions  are  never  easy.  We  suggest  that  you  consider  the  follow- 
ing principles:  Avoid  micromanagement;  use  reconciliation  to  set  di- 
rections for  reasoned  program  improvements;  maintain  the  integ- 
rity of  Medicare's  new  physician  payment  system;  refrain  from  ac- 
tions that  could  result  in  an  increased  regulatory  burden;  and  use 
caution  in  program  expansion,  as  new  benefits  invariably  cost  more 
than  projected. 

From  this  fi*amework,  the  AMA  has  reviewed  the  President's  rec- 
ommendations and  it  should  probably  come  as  no  surprise  that  the 
AMA  does  not  support  all  of  the  proposed  initiatives.  However,  we 
do  take  very  seriously  the  challenge  to  find  potential  program 
modifications  that  will  achieve  the  required  level  of  savings.  While 
all  of  the  actions  we  are  recommending  in  our  detailed  statement 
have  yet  to  be  scored,  we  estimate  that  taking  these  actions  would 
result  in  savings  of  over  $3.3  billion  in  the  next  fiscal  year  and  over 
$19,875  billion  over  the  next  4  years. 

Mr.  Chairman,  as  you  know,  this  exercise  is  not  new  to  the  AMA 
and  the  others  who  are  before  this  committee  today.  What  is  new, 
however,  is  our  message  and  commitment  to  you  that  we  want  to 
be  viewed  as  and  accepted  as  part  of  the  solution.  To  a  certainty, 
we  will  continue  to  oppose  those  proposals  that  will  harm  our  pa- 
tients and  that  will  splinter  the  medical  profession. 

Proposals  such  as  the  RAP  DRG  roll — in  and  the  establishment 
of  Medicaid  drug  formularies,  the  evisceration  of  the  RBRVS 
through  arbitrary  reductions  in  the  practice  component  and  modi- 
fications of  the  default  formula,  and  setting  a  single  fee  for  surgical 
service,  regardless  of  the  value  provided  by  an  assistant  surgeon 
are  clear  examples  of  where  medicine  is  united  in  opposition  to  the 
President's  proposals. 

But  we  also  recognize  our  responsibility  to  aid  you  in  taking  ac- 
tions that  will  produce  the  needed  savings  from  or  the  revenue  for 
the  Medicare/Medicaid  programs.  This  is  what  we  mean  by  telling 
you  and  the  Nation  of  our  desire  for  a  new  partnership. 

Having  said  this,  I  must  tell  you  that  a  reading  of  the  statement 
we  submitted  yesterday  to  the  committee  caused  our  board  of  trust- 
ees this  morning  to  sit  back  and  reflect  once  again  on  the  thought 
of  shared  sacrifice. 

We  also  recognized  that  when  Congress  passed  physician  pay- 
ment reform,  expectations  were  created  that  there  would  be  some 
predictability  in  updates.  However,  we  recognize  that  if  budget  sav- 
ings are  to  be  achieved,  that  it  is  necessary  that  individual  cuts  not 
single  out  any  particular  medical  specialty. 

To  address  this  and  give  you  an  alternative  to  proposals  such  as 
the  RAP  DRG,  single  surgical  payments  and  the  practice  compo- 
nent reductions,  we  have  discussed  the  possibility  of  suggesting  a 
6-month  delay  in  all  part  B  updates,  rather  than  the  series  of  dis- 
ruptive cuts  proposed  by  the  administration. 

Such  a  delay  would  provide  significant  1994  savings  and  not  dis- 
rupt the  achievements  of  the  RBRVS  in  physician  payment  reform. 
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However,  there  are  consequences  in  making  this  suggestion,  in 
light  of  its  impact  in  many  rural  and  inner-city  areas  and  for  some 
practitioners  who  are  on  the  margins  are  making  a  go. 

Yes,  while  you  may  find  it  hard  t  believe,  I  can  personally  tell 
you  that  I  know  physicians  who  are  not  covering  their  practice  ex- 
penses and  are  facing  still  increased  regulatory  costs.  Nevertheless, 
we  estimate  that  delaying  the  payment  update  will  result  in  addi- 
tional savings  of  about  $2.1  billion  in  fiscal  year  1994.  This  is  a 
real  and  readily  achievable  saving  that  does  not  come  at  the  ex- 
pense of  more  Medicare  micromanagement  or  at  the  expense  of  our 
patients.  We  would  be  pleased  to  work  with  you  to  see  what  accom- 
modations can  be  achieved. 

In  conclusion,  we  cannot  lose  sight  of  the  fact  that  the  Medicare 
and  Medicaid  programs  provide  vital  health  and  medical  service  to 
more  than  60  million  Americans.  Because  of  this  reality,  we  stand 
firm  in  saying  that  substantive  changes  in  the  operation  of  these 

Rrograms  should  be  made  with  the  context  of  the  needs  of  bene- 
ciaries,  not  put  together  just  to  meet  a  budget  target. 
I  would  be  glad  to  answer  any  questions,  Mr.  Chairman,  when 
it  is  appropriate. 
Thank  you. 
[The  prepared  statement  follows:] 
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STATEMENT 

of  the 

AMERICAN  MEDICAL  ASSOCUTION 

to  the 

Subcommittee  on  Health 

Committee  on  Ways  and  Means 

United  States  House  of  Representatives 

Re:  Medicare  and  Medicaid  •  FY  1994  Budget  Proposals 

Presented  by:    P.  John  Seward,  MD 

March  25, 1993 

Mr.  Chair  and  Members  of  the  Committee: 

My  name  is  P.  John  Seward.  MD.   I  am  a  practicing  family  physician  from  Rockford,  Illinois  and  a 
member  of  the  Board  of  Trustees  of  the  American  Medical  Association.  With  me  is  Bnice  Blehart 
from  the  Association's  Division  of  Federal  Legislation.  The  AMA  appreciates  this  opportunity  to 
appear  today  to  discuss  the  subject  of  Medicare  and  Medicaid  Budget  proposals  for  FY  1994. 

As  a  starting  point,  we  all  must  recognize  that  yet  another  round  of  Medicare  and  Medicaid  program 
cuts  cannot  be  viewed  in  a  vacuum.   Your  actions  this  year  will  be  part  of  a  profound  series  of 
changes  that  will  alter  forever  how  health  and  medical  care  are  received  in  America.   As  you  know, 
Mr.  Chairman,  the  AMA  is  proud  to  be  able  to  say  that  physicians  are  leaders  in  calling  for  major 
refonn  of  our  health  care  system.  The  status  quo  that  has  allowed  so  many  of  our  citizens  and 
patients  to  have  no  inadequate  or  even  no  coverage  for  health  and  medical  care  simply  is  unacceptable. 
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We  recognize  the  need  for  universal  coverage  and  that  attaining  this  essential  goal  will  not  be  easy. 
We  support  changes  that  will  end  discriminatory  underwriting  in  health  insurance  so  that  small 
businesses  can  afford  coverage.  We  support  portability  of  coverage  and  real  competition  in  the  health 
benefits  market.   We  believe  a  parmersbip  can  be  forged  between  the  medical  profession  and  the 
govenmient  to  assure  quality  of  care  and  budget  predictability  in  a  setting  of  fair  negotiations.   We 
support  outcomes  assessment  research  and  the  use  of  practice  parameters  to  assure  the  value  of 
medical  care. 

This  is  our  starting  point,  and  we  are  pleased  to  see  that  movement  in  this  direction  is  coming  and  is 
coming  soon.   With  these  momentous  changes  in  the  oCfing  and  with  the  real  desire  to  effect  positive 
change  in  the  health  care  deUvery  system  for  all  Americans,  we  urge  caution  in  treating  Medicare  and 
Medicaid  budget  cuts  and  the  reconciliation  process  as  "business-as-usual."  While  we  accept  that 
government  programs,  including  Medicare  and  Medicaid,  must  be  subjected  to  cuts  in  the  name  of 
deficit  reduction  and  government  belt  tightening,  it  must  be  recognized  that  changes  made  in  the 
govenmient's  primary  health  care  programs  will  send  a  clear  signal  as  to  how  physicians,  beneficiaries 
and  others  can  expect  to  be  treated  by  the  federal  government  in  a  reformed  health  care  system. 
Modifications  that  create  further  or  increased  hassles  or  even  appear  to  be  unfair  will  only  make  it 
more  difficult  to  effectuate  the  kind  of  change  we  want  for  the  entire  health  care  system. 

Whatever  changes  are  visited  upon  the  Medicare  and  Medicaid  programs  through  this  year's 
impending  budget  reconciliation  process  should  have  the  dual  purpose  of  savings  and  program 
improvement.   Unfortunately,  the  blueprint  from  the  past  illustrates  the  difficulty  in  attaining  this  goal. 
The  President's  recently  released  series  of  proposed  substantive  program  modifications  is  designed  to 
achieve  savings.   We  are  concerned  that  this  follows  a  pattern  of  huge  Medicare  reconciliation 
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packages  that  have  involved  literally  hundreds  of  substantive  changes  over  the  last  decade.   These 
budget  driven  changes  have  created  substantial  turmoil  and  confusion  and  the  Medicare  law  is  one  of 
the  most  complex  statutes  in  existence  with  thousands  of  pages  of  seemingly  constantly  changing 
instructions  and  interpreutions. 

Budget  based  proposals,  siKh  as  the  Medicare  denial  of  payment  for  interpretation  of  most  EKGs  and 
arbitrary  redtictions  in  physician  payments  during  the  first  four  years  of  their  billing  the  Medicare 
program,  represent  arbitrary  actions  of  highly  questionable  merit  even  in  terms  of  potential  savings. 
These  provisions  did  not  make  good  operational  sense  and,  last  year,  both  Houses  of  Congress  voted 
to  repeal  them  in  a  budget  neutral  marmer.   For  this  corrective  action,  we  thank  the  Chairman  and  this 
Committee  for  supporting  the  necessary  legislation.   However,  this  corrective  legislation  was  vetoed 
for  umvlated  purposes,  and  again  we  are  asking  for  your  support  to  reverse  these  past  legislative 
actions. 

The  American  Medical  Associatioo  is  cognizant  of  the  need  to  reduce  the  budget  deficit  and  to  conuol 
spending  appropriately.   Such  decisions  are  never  easy.   However,  the  way  in  which  Medicare 
program  cuts  are  achieved  is  very  important  to  program  operations  and  the  impact  on  program 
beneficiaries.   With  this  Committee  now  facing  a  reconciliation  target  of  savings  that  must  be 
achieved,  we  suggest  that  you  consider  the  following  priiKiples  concerning  the  Medicare  and  Medicaid 
programs. 

•  Micro-management  of  Medicare  is  not  an  effective  way  to  obtain  budget  savings. 

Such  program  changes  disrupt  the  dehvery  of  services  and  continues  the  administrative 
turmoil  that  has  shadowed  the  program  for  more  than  a  decade.   For  example,  we  do 
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not  believe  that  the  proposal  to  make  a  single  payment  for  inpatient  radiology, 
anesthesia  and  pathology  services,  as  (he  Administration  proposes,  should  not  be 
adopted.   Providing  no  savings  in  1994,  the  proposal  would  substantially  disrupt  the 
existing  relationships  between  hospitals,  patients  and  this  select  group  of  physicians. 

The  reconciliation  process  is  not  the  place  to  determine,  dirough  arbitrary  reductions  in 
Medicare  payments  for  direct  medical  education  costs,  how  to  solve  physician  workforce 
issues  or  how  to  encourage  more  physicians  to  train  in  the  primary  care  fields.   Such  decisions 
should  be  made  within  the  context  of  a  comprehensive  overview  of  the  medical  education 
process,  not  as  a  budget  fix. 

Maintain  the  integrity  of  Medicare's  new  Physician  Payment  System  that  is  based  on  a 
Resource  Based  Relative  Value  Schedule  (RBRVS).   In  its  second  year  of  a  five  year 
transition,  it  is  important  to  achieve  the  goals  of  a  sound  method  of  determining 
physician  reimbursement  and  to  encourage  the  delivery  of  needed  care.  Changes  that 
break  down  the  relationship  between  input  and  resource  costs  and  reimbursement  for 
services  will  undo  a  major  accomplishment  of  establishing  a  rational  basis  for 
determining  Medicare  reimbursement   This  Committee  has  long  been  a  supporter  of 
the  RBRVS.  The  AMA  was  also  a  leader  in  calling  for  the  development  of  an 
RBRVS  and  worked  closely  with  various  Members  in  seeing  the  RBRVS  go  from  idea 
to  completioo.  While  there  are  problems  with  HCFA's  implementation  of  the 
program,  we  still  support  this  methodology. 
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•  Avoid  iocreased  program  cosu  by  refraining  from  enactment  of  increased  regulatory 
burdens.   Implementation  of  tbe  Qinical  Laboratory  Improvement  Amendments  of 
1988,  the  OSHA  Bloodbome  Pathogen  Standard,  and  the  Americans  with  Disabilities 
Act  in  just  one  year  have  added  significantly  (o  the  costs  of  providing  medical  care. 
Compliance  with  CUA-88  alone  is  costing  individual  physicians  thousands  of  dollars 
per  year. 

•  Program  benefits  should  not  be  expanded  at  the  same  time  you  are  trying  to  fmd  major 
savings.    New  benefits  always  cost  more  than  projected. 

•  Comprehensive  health  system  reform  should  serve  as  a  vehicle  for  evaluating  the  role  of 
Medicare  in  a  competitive  environment  as  well  as  the  place  for  a  comprehensive  review  of 
physician  workforce  issues  inchiding  the  best  ways  of  addressing  physician  specialty  issues. 

From  this  framework,  the  AMA  has  reviewed  the  President's  recommendations.     It  should  come  as  no 
surprise  that  the  AMA  will  not  support  all  of  the  President's  initiatives.   However,  we  take  very 
seriously  the  challenge  to  find  potential  program  modifications  that  will  achieve  the  desired  level  of 
savings.   In  addition  to  considering  die  Administration's  budget  proposals,  we  also  suggest  that  the 
Committee  look  to  items  that  had  been  proposed  by  previous  administrations  and  by  others  that  would 
reduce  costs  without  disrupting  care.   For  example,  bringing  slate  and  local  government  workers,  hired 
before  April,  1986,  into  the  Medicare  program  would  raise  S1.2  billion  in  first  year  revenues  alone. 
Because  most  of  these  workers  usually  wind  up  receiving  Medicare  coverage  through  a  spouse  or  non- 
governmental employment,  it  only  makes  sense  that  they  pay  their  fair  share  during  their  full  working 
careen. 
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The  following  sea  out  our  poritkn  on  the  President's  Medicare  and  Medicaid  budget  proposals. 
While  all  of  the  actions  we  are  recommending  have  yet  to  be  "scored."  we  estimate  that  taking  these 
actions  would  result  in  savings  of  over  S33  billioa  in  the  next  fiscal  year  and  over  $19,875  billion 
over  the  next  four  fiscal  year  period. 

MFDTrARE  PART  B 

Reduce  Physician  Fees  in  1994  Except  Primary  Care  -  This  proposal  would  give  the 
full  payment  schedule  update  for  primary  care  services.  The  iq>date  would  be  reduced 
by  about  two  percentage  points  for  all  other  care. 
The  AMA  does  not  suppon  this  proposal.  Since  1984,  die  update  for  physician  services  has  been 
substantially  reduced  by  budget  driven  recoocilialioa  action.  Another  round  of  reductions,  especially  a 
reduction  that  differentiates  between  services,  will  not  be  easily  accepted  by  die  medical  community. 
While  we  agree  widi  the  intent  behind  the  proposed  differential,  making  primary  care  a  more  ato-active 
career  path  for  physicians,  we  question  whether  using  the  annual  RBRVS  payment  adjusnnent  is  die 
best  means  for  effecting  such  policy.   With  reimbuisemeffl  for  primary  care  services  scheduled  to  gain 
just  through  die  implementation  process  of  the  RBRVS  and  with  other  services  having  experienced 
sometimes  substantial  cake-aways  dirough  moving  to  the  RBRVS,  we  are  concerned  that  a  differential 
update  will  be  unfair.  The  AMA  maintam*  that  RBRVS  updates  should  be  consistent  and  across  the 
board. 

Resource-based  Practice  Expenses  Phase-in  -  This  proposal  would  phase-in  a  resource- 
based  system  for  practice  expenses  under  die  physician  payment  schedule  begiiming  in 
1997  (a  1993  PPRC  suggestion).  As  an  interim  step  to  diis  phase-in.  practice  expense 
RVUs  would  be  reduced  in  1994,  1995  and  1996. 
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The  AMA  does  not  support  (bis  major  reduction  in  die  RfiRVS.   Rebasmg  practice  expenses  in  this 
manner,  especially  during  the  initial  RfiRVS  phase-in  period,  would  be  highly  disruptive.   While  there 
are  anomalies  in  the  practice  expense  component  that  need  to  be  addressed,  moving  to  a  resource 
based  methodology  can  be  achieved  without  again  extracting  huge  sums  out  of  the  Medicare  program. 
Our  coiKera  is  that  the  proposed  process  to  reset  the  payments  for  practice  expenses  would  be  contrary 
to  the  RBRVS  by  skewing  distribution  for  budget  purposes  as  opposed  to  setting  payments  based  on 
accurate  data. 

Reduce  Physician  MVPS  and  Update  T^efault"  Formulas  -  This  proposal  would  refine 
the  method  by  which  Medicare  increases  payments  to  physicians.   The  proposal  would 
reduce  the  default  formula.  The  projection  for  the  potential  rate  of  growth  also  would 
be  lowered. 
The  AMA  does  not  support  setting  the  assumption  for  Medicare  growth  on  the  rate  of  growth  in  the 
gross  domestic  product  (GDP).   HistoricaJly,  the  growth  in  costs  for  providing  health  and  medical  care 
has  exceeded  the  GDP,  and  there  is  no  basis  to  assume  that  the  Medicare  program  that  provides 
coverage  for  the  majority  of  care  received  by  the  elderiy  and  disabled  populations  (those  with  the 
greatest  need  for  health  and  medical  care),  especially  outside  of  major  health  system  reform,  can  have 
its  rate  of  growth  slowed  to  the  rate  of  growth  in  the  GDP. 

Bundle  Inpatient  Radiology.  Anesthesia  and  Pathology  (RAP)  Payments  -  Medicare 
payments  for  inpatient  radiology,  anesthesia  and  pathology  would  be  bundled  into  a 
fixed  payment  per  discharge.   Payment  would  be  made  either  to  the  hospital  or  the 
medical  staff,  and  beneficiary  coinstvaiKe  would  be  set  at  20%  of  the  bundled  amount. 
The  proposal  states  that  this  approach  would  give  physicians  and  hospitals  incentives 
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to  be  co3t<onscious,  provide  only  medically  necessary  services  and  eliminate  tbe 

provision  of  marginal  services. 
Every  time  this  proposal  has  surfaced,  the  AMA  has  opposed  it.  The  past  reasons  for  opposition  are 
still  true,  and  we  continue  to  oppose  this  concept.  The  DRG  payment  concept  for  these  services 
would  limit  physician  patient  relationships,  and  would  set  an  inappropriate  precedent  for  bundling 
physicians'  services.   The  so<alled  RAP  services  generally  are  provided  at  the  request  of  an  ordering 
physician.   While  marginal  services  need  to  be  eliminated,  it  is  very  difficult  to  see  how  this  would 
occur  for  the  services  of  an  anesthesiologist  for  a  patient  undergoing  surgery,  the  services  of  a 
pathologist  who  conducts  and  interprets  a  laboratory  test,  or  the  services  of  a  radiologist  in  responding 
10  a  STAT  request  for  X-ray  or  other  services.   Even  if  instances  could  be  identified  where  this  care 
could  accurately  be  described  as  marginal,  savings  would  be  unlikely  as  the  waiver  of  liability 
provision  probably  would  apply.   Also,  this  is  an  example  of  micro-management  that  would  be 
contrary  to  directions  taken  when  the  RBRVS  was  instituted. 

Single  Fee  for  Surgery  -  This  proposal  would  not  allow  Medicare  payment  above  the 
level  allowed  for  the  primary  surgeon  for  the  services  of  an  assistant  at  surgery.   While 
exceptions  would  be  allowed  for  "particularly  difficult  cases,"  Medicare  payments  to 
the  primary  surgeon  would  be  reduced  by  the  amount  of  any  payments  for  an  assistant 
at  surgeiy. 
The  AMA  does  not  support  this  proposal.  It  would  come  on  the  heels  of  just  implemented  1990 
legislation  that  already  severely  limits  the  use  of  and  payment  for  assistants  at  surgery,  and  it  simply  is 
comnry  to  optimal  patient  care  needs.   Also,  many  hospital  medical  staff  bylaws  require  the  use  of 
assistants  at  surgery  as  a  means  of  optimizing  patient  care  dtiring  particularly  hazardous  moments  in 
the  provision  of  care,  and  it  is  questionable  why  such  a  patient  care  standard  should  be  limited. 
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Part  B  Premium  al  1995  Percentage  of  Program  Costs  with  a  Limit  of  27%  of  Program 
Costs  -  The  Part  B  Premium  is  set  by  law  at  25%  of  program  costs.   As  the  budget 
proposals  would  lower  program  costs,  the  premium  should  also  come  down.  This 
proposal  would  still  decrease  the  dollar  amount  of  the  premium  while  raising  funds  by 
setting  the  premium  for  1996  and  1997  at  27%. 
Recognizing  that  the  proposal  would  not  result  in  individuals  paying  a  higher  premium  in  dollar  terms. 
the  AMA  supports  this  action  that  is  consistent  with  the  fact  that  the  premium  was  supposed  to  cover 
50%  of  program  costs  when  Medicare  was  instimted.  The  AMA  also  believes  that  consideration  and 
support  should  be  given  to  a  proposal  put  forth  in  the  previous  Administration  calling  for  an  increase 
in  the  premium  rate  for  individuals  with  aimual  income  of  more  than  $100,000  and  for  couples  with 
annual  income  of  more  than  $125,000.  This  reasonable  means  testing  proposal,  as  recommended  in 
1991.   was  slated  to  accrue  $313  million  in  annual  revenue,  or  approximately  $1.25  billion  over  four 
yean. 

Increase  Hospital  Outpatient  Cut  -  This  proposal  would  extend  the  current  cost 
reduction  of  setting  these  payments  at  94.2%  of  costs  to  90%  of  costs,  beginning  with 
services  rendered  during  FY  1996  and  thereafter. 
While  the  Association  previotisly  has  opposed  such  cuts,  we  recognize  that  the  still  growing  volume  of 
services  provided  in  hospital  outpatient  departments  has  the  potential  to  offset  the  proposal.  Also. 
with  all  elemeai  of  the  health  care  spectrum  being  asked  to  contribute  to  the  need  to  lower  spending, 
this  seems  a  reasonable  action  tc  maintain  the  playing  field  between  those  who  provide  care  and  to 
address  the  substantial  growth  in  costs  associated  with  hospital  outpatient  departments. 

RedtKe  Payment  for  Clinical  Laboratory  Services  and  Provide  No  Uixlate  to 
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Laboratory  Payments  through    1998  -  The  laboratory  payment  schedule  currently  is  set 
at  88%  of  the  national  median,  and  it  would  be  reduced  to  76%.     In  addition,  no 
annual  update  in  these  payment  amounts  would  be  allowed  through  1998. 
The  AMA  recommends  partial  support  for  the  President's  proposal,  by  modifying  it  so  that  the 
payment  cap  would  not  be  lowered  below  80%  of  the  national  median.   While  we  would  prefer  not  to 
see  lower  payment  amounts  for  these  services,  it  is  noted  that  setting  the  payment  cap  based  on  a 
median  will  result  in  payment  for  many  of  these  services  not  being  affected.   Also,  the  lower  payment 
amount  might  have  the  desirable  effect  of  lowering  the  volume  of  questionable  laboratory  services. 

Physician  Ownership  and  Referral  -  This  proposal  would  extend  ownership  and  referral 
prohibitions  currently  applied  for  clinical  laboratory  services  to  additional  services  such 
as:   physical  and  occupational  therapy;  radiology  and  other  diagnostics;  radiation 
therapy;  durable  medical  equipment,  parenteral/enteral  nutrition  equipment  and 
supplies. 
The  AMA  supports  this  proposal  if  it  is  drafted  in  a  manner  that  is  consistent  with  exceptions  for 
community  need  as  specified  in  the  related  report  by  our  Council  on  Ethical  and  Judicial  Affairs. 
Where  physician  investment  is  the  springboard  for  allowing  patient  access  to  previously  unavailable 
care  or  improved  care  that  will  benefit  those  patients,  care  must  be  taken  to  assure  that  a  blanket 
prohibition  does  not  jeopardize  that  care.   We  hope  to  work  with  the  Chairman  and  the  Committee  in 
addressing  issues  such  as  patient  access  exceptions,  shared  laboratories,  the  divestiture  period,  and 
clarifications  for  group  practice  situations. 
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Electronic  Billing  Incentive  -  Tbis  proposal  would  create  an  incentive  to  encourage 
submission  of  Medicare  Part  B  claims  via  electronic  fonnats  by  charging  $1  per  paper 
claim  beginsing  January  1,  1996. 
The  AMA  does  aot  support  this  proposal.   While  we  know  that  there  are  positive  benefits  of  moving 
to  electronic  billing  and  taking  advantage  of  other  computerization  benefits,  this  should  not  be 
achieved  through  disincentives.  Where  the  proposed  penalty  would  be  applied,  it  is  likely  to  hit 
hardest  those  who  provide  a  small  volume  of  Medicare  covered  primary  care  services  that  already  are 
provided  at  a  low  fee  level.  With  the  development  of  a  uniform  claims  format  and  software  down  the 
road,  it  is  likely  that  more  and  more  physicians  and  otben  will  move  to  electronic  billing,  and  the 
proposed  savings  still  will  be  realized  without  the  penalty  being  applied. 

Durable  Medical  Equipment  (DME)  Proposals  -  DME  payments  would  be  reduced  by: 
"tightening"  the  national  payment  limits:  reclassifying  certain  items:  restoring  the 
carriers  ability  to  adjust  payments  where  the  amount  is  grouty  excessive  or  deficient 
baaed  on  price  information:  and  give  carriers  flexibility  to  require  demonstration  of 
medical  iteed  in  advance  of  delivery  of  the  DME  to  the  patient  The  payment  schedule 
for  orthotics  and  proatfaetics  wonfd  be  changed  to  the  DME  payment  schedule.   A 
payment  schedule  would  be  esttblished  for  parental  and  enteral  nutrients  and  supplies, 
widi  pwnmal  and  CDteral  equipment  paid  on  the  same  basis  as  DME. 

The  AMA  recoBMiieadi  support  for  this  provision  as  a  reasonable  action  to  address  costs  associated 

with  the  provisioa  of  DME. 

Set  EPO  at  Non-US  Market  Rates  (SIO  per  1.000)  Units  -  The  proposed  payment 
reduction  of  $1  per  1,000  units  would  reduce  tlie  disparity  between  Medicare's  current 
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reimbursement  rate  and  the  actual  cost  that  facilities  pay  for  EPO  (based  on  recent 
flndings  of  the  HHS  IG. 
The  AMA  recommends  having  the  government  purchase  the  EPO  directly  from  the  manufacturer  when 
the  intended  use  is  to  faciliute  treatment  of  patients  with  ESRD.   Anecdotes  from  physicians  who 
provide  ESRD  services  tell  of  situadons  where  the  provision  of  EPO  is  inadequately  reimbursed  in 
some  instances.   Without  limiting  the  availability  of  EPO,  we  believe  that  possibly  an  even  greater 
savings  can  be  achieved  with  an  end  to  hassles  facing  those  physicians  treating  patients  with  ESRD  by 
having  the  govenmient  purchase  the  EPO  direcUy  from  the  manufacturer  and  in  turn  supplying  the 
drug  to  physicians  and  othera. 

Extend  IRS/SS A/Data  Match  -  This  proposal,  aimed  at  enhancing  determinations  of 
Medicare  secondary  payor  status,  would  extend  the  authorization  of  the  data  match 
through  1998. 

Extended  Provision  Requiring  Secondary  Payment  for  Certain  Disabled  Beneficiaries  - 
This  proposal  would  make  permanent  the  authority  setting  Medicare  as  the  secondary 
payor  in  situations  where  potentially  eligible  disabled  individuals  have  other  employer 
based  group  health  care  coverage.   The  current  authority  is  set  to  end  at  the  end  of  FY 
1995. 

Extended  Provision  Requiring  Secondary  Payment  for  Certain  Beneficiaries  with  End 
Stage  Renal  Disease  (ESRD)  -  This  proposal  would  make  permanent  the  authority 
setting  Medicare  as  the  secondary  payor  in  situations  where  potentially  eligible 
individuals  receiving  ESRD  services  have  other  employer  based  group  health  care 
coverage.    Secondary  status  pertains  for  an  18  month  period.   The  current  authority  is 
set  to  end  at  the  end  of  FY  1993. 
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Medicare  Secotidarv  Payor  Reforms  -  This  proposal  would  make  all  of  Ibe  employer 
diresbolds  for  detennining  secondary  payor  sutiu  comistent  with  the  aged  provisions 
(employers  of  20  or  more).  This  would  lower  the  disabled  eligibility  threshold  from 
employers  of  100  or  more  and  set  a  threshold  for  ESRD  patients. 

The  AMA  historically  has  supported  Medicare  being  a  secondary  payor  where  other  coverage  is 

available,  and  we  recommend  support  for  these  four  proposab. 
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MEDICARE  PART  A 

Phase  in  a  Reduction  in  the  Indirect  Medical  Education  (IME)  Payment  Adjustment 
Ratio  -  This  proposal  would  alter  the  IME  adjustment  formula  to  reduce  these  payment 
amounts  begiiming  in  FY  1996. 
The  AMA  recommends  support  for  reducing  the  IME  adjustment  to  7%,  as  also  called  for  by 
PROP  AC,  and  for  a  study  on  how  to  best  flnance  graduate  medical  education  (GME)  to  go  forward. 
The  AMA  historically  has  supported  the  IME  adjustment  as  a  means  of  recognizing  the  added  costs 
incurred  by  leaching  institutions  for  teaching  and  as  a  proxy  for  uncompensated  care.   Where  initial 
IME  payment  amounts  were  set  at  a  level  considerably  higher  than  the  added  costs  of  medical 
education,  we  have  supported  reductions  to  an  amoimt  that  is  adequate  to  meet  the  actual,  education 
associated  costs  that  are  incurred.   To  determine  the  real  value  and  the  appropriate  IME  payment 
amount,  we  support  condiKting  a  study  conducted  that  will  involve  physicians,  the  public,  the 
institutions  and  others  with  a  stake  in  medial  education. 

Reform  Payments  for  the  Direct  Medical  Education  (DME)  Costs  -  This  proposal 
would  base  payments  on  a  cational  average  pn  resident  amount,  with  greater  weight 
for  primary  care. 
The  AMA  supporta  action  to  esublish  uniform  accounting  for  these  services,  especially  in  light  of  the 
wide  variation  of  cost  per  resident  reported  among  institutions.   With  the  mean  cost  for  resident 
services  at  approximately  $51,000,  the  reported  variation  between  $7,500  and  $187,000  must  be 
addressed.   By  moving  to  uniform  accounting,  it  is  certain  that  some  savings  would  result.   The  AMA 
opposes  using  a  national  average  in  setting  the  DME  payment,  as  this  will  underpay  in  many  inner-city 
areas  and  overpay  in  other  situations.  Also,  using  a  national  average  overlooks  the  fact  that  residency 
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training  costs  necessarily  must  vary  by  specialty  and  to  account  for  other  factors.   Again,  we  recognize 
the  need  for  this  issue  to  be  subject  to  scrutiny  as  the  manner  in  which  our  nation  fmances  GME  is 
examined. 

Eliminate  Add-on  for  Hospital-based  Home  Health  Agencies  (HHAs)  -  This  proposal 
would  eliminate  the  differential,  subjecting  hospital-based  HHAs  to  the  same  cost 
limits  as  freestanding  HHAs. 

The  AMA  questions  the  wisdom  of  continuing  to  pay  hospitals  more  for  the  provision  of  HHA 

services,  and  we  support  this  proposal. 

Eliminate  Return  on  Equity  Payments  for  Proprietary  Skilled  Nursing  Facilities  -  This 
proposal  would  eliminate  Medicare  ROE  payments  to  proprietary  SNFs,  to  create  "fair 
competition"  between  SNFs. 
The  AMA  has  no  position  on  this  proposal. 

Extend  the  10%  Redtiction  in  Hospital  Capital  Payments  -  Under  current  law,  hospital 
capital  payments  (inpatient  Part  A  and  outpatient  Part  B)  are  reduced  through  FY  1995 
by  10%.  This  proposal,  consistent  with  a  recent  HHS  IG  report,  would  make  the 
reduction  permanent 
The  AMA  supports  this  provision.   We  note  that  capital  costs  have  been  reduced  in  this  maimer 
pending  convenion  of  capital  payments  into  the  prospective  payment  system  as  an  add  on.   If  this 
proposal  is  not  adopted,  there  would  be  a  10%  increase  in  payment  for  hospital  capital  costs. 


210 


Hospital  Updile  tt  Market  Baaket  Minus  1%  in  FYs  1994  and  1995  -  Thia  ptnpoitai 
would  set  a  boapital  update  amount  below  the  mailcet  basket  used  to  set  this  annual 
increase. 
The  AMA  historically  has  called  for  the  hospital  update  to  be  made  at  least  at  the  full  market  basket 
amount,  and  we  oppose  this  proposal.  With  many  hospitals  reporting  net  operating  losses,  it  is 
particularly  difHcult  to  support  an  update  below  the  market  basket  amount 

Move  the  Annual  Changes  in  the  PPS  Updates  to  January  1  of  Each  Year  -  This 
proposal  would  move  the  PPS  update  from  October  1  to  the  following  January  1. 
Recognizing  the  need  to  achieve  savings,  die  AMA  supports  this  provisioa.   If  a  higher  level  of 
savings  are  needed,  the  AMA  also  would  support  a  one-time  delay  in  this  update  to  July  1.  1994,  with 
future  Part  A  updates  occurring  on  January  1  thereafter. 

MEDICAID 

Remove  Prohibition  on  Medicaid  Drug  Formularies  -  States  now  must  provide  drug 
coverage  for  aU  drugs  where  they  are  listed  in  the  medical  litervbire  and  where  the 
manufacturers  have  signed  rebate  agreements.  This  provision  would  allow  states  more 
flexibility  in  setting  drag  coverage. 
The  AMA  continnet  to  oppose  arbitrary  and  budget  driven  drug  formularies  as  they  could  be  overly 
restrictive.  By  eliminating  the  medical  literature  requirement,  the  proposal  clearly  will  limit  drug 
availability,  and  this  will  occur  to  dte  detriment  of  patients. 
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Medicaid  Penonal  Care  Services  -  This  proposal  corrects  a  so-called  "drafting  error" 
that  would  have  placed  a  new  mandate  on  stale  Medicaid  programs  effective  in  1995. 
Under  the  proposal,  states  would  maintain  the  option  of  paying  for  personal  care 
services  provided  outside  of  a  medicaid  beneficiary  "s  home. 
The  AMA  has  no  position  on  this  proposal. 

Reduce  Medicaid  Administrative  Match  to  50  Percent  -  This  proposal  would  match  all 

administrative  costs  at  50  percent. 
The  AMA  recommends  that  where  federal  Medicaid  law  has  imposed  administrative  duties  on  the 
states,  the  initial  matching  payment  should  be  set  at  a  higher  level.  However,  the  administrative  match 
should  be  phased  down  to  a  lower  level  as  higher  start-up  costs  are  accrued.   Sutes  should  be  allowed 
the  option  of  petitioning  for  maintaining  higher  administrative  matches  where  reductions  are 
considered. 

Tighten  Estate  Recoveries/Transfer  of  Assets  -  This  proposal  would  close  tmspecified 
loopholes  and  ensure  that  those  with  substantial  personal  assets  pay  a  fair  share  for 
nursing  home  care  and  other  medical  services  before  Medicaid  starts  to  pay  and 
require  recovery  from  estates  of  deceased  recipients  with  substantial  assets. 
The  AMA  suppott  Hke  Medicaid  program  as  a  health  care  coverage  policy  of  last  resort  for  those 
earning  below  200%  cf  a  state  adjusted  poverty   level.  This  proposal  is  consistent  with  that  policy, 
and  we  recommend  support. 

Third  Party  Liability  -  This  proposal  would  establish  a  central  clearinghouse  to  identify 
third  party  liability  and  would  ensure  that  the  appropriate  insurer  paid  for  care.   All 
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federal  health  care  programs  would  participate.  Employers  would  be  required  to  verify 
the  existence  of  health  insurance  information  and  initiate  payment  by  the  appropriate 
payor. 
The  AMA  supports  this  provision  as  it  is  consistent  with  support  for  the  Medicare  secondary  payor 
programs.   Problems  have  been  identified  where  physicians  aixi  others  widiout  adequate  information 
having  the  responsibility  of  determining  liability,  and  this  proposal  could  address  this  concern. 

ADPmONAL  MEDICARE  AND  MEDICAID  PROPOSALS 

MEDICARE 
Duplicate  Payment  Offset  -  The  Bush  Administration  proposed  this  Part  A  reduction  in 
1991.   This  proposal  called  for  the  elimination  of  hospital  payments  that  are  offset  by 
the  amount  of  separate  payments  made  to  direct  billing  non-physician  practitionen 
whose  services  are  considered  in  setting  the  PPS  update.  This  was  projected  as  saving 
$10  million  in  FY  1992. 
The  AMA  again  supports  this  proposal 

State  and  Local  Employee  Coverage  Expansion  -  The  Bush  Administration  made  this 
proposal  in  1991  and  1992.  This  would  require  state  and  local  government  employees 
hired  prior  to  April  1,  1986  to  be  included  under  Medicare.  In  1991,  this  proposal  was 
projected  as  generating  $1.2  billion  in  revenues  in  FY  1992. 
The  AMA  supports  taking  this  initiative.  The  proposal  is  consistent  with  the  concept  of  universal 
Medicare  coverage  for  ail  people  eligible  by  reason  of  age.  With  most  of  these  worken  likely  to  be 
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eligible  for  Medicare  by  reason  of  other  employment  prior  to  reacbing  age  63,  it  does  not  make  sense 
to  allow  this  special  exemption. 

Increasing  the  Age  for  Eligibility  -  Wben  the  AMA  developed  its  proposal  to 
restructure  the  Medicare  program  (in  the  late  1980's),  an  element  of  this  proposal  was 
support  for  an  increase  in  the  age  used  for  setting  Medicare  eligibility.  This  proposal 
called  for  an  eight  year,  phased-in  increase  in  Medicare  eligibility  to  age  67.  The 
proposed  rate  for  this  change  was  set  at  three  months  per  year. 
The  rationale  for  this  change  remains:   it  is  a  fact  that  the  age  of  eligibility  for  federally  funded  health 
care  for  the  elderly  is  arbitrary,  and  changing  trends  in  terms  of  employment,  health  status,  and 
longevity  of  our  citizens  should  be  recognized.  Since  this  was  proposed  initially  in  the  mid-1980's, 
(here  has  been  greater  ^yplication  of  the  Medicare  Secondary  Payor  program  and  increasing  the  age  of 
Medicare  eligibility  actnally  is  closer  to  reality. 

MEDICAID 

Parent  Responsibility  -  States  would  be  required  to  have  ooocustodial  parents  maintain 

health  insorance  coverage  for  their  children. 
The  AMA  previoosiy  considered  this  Bush  Administration  proposal  in  1992,  and  recommended 
support.  This  is  coonsteat  widi  many  ongoing  state  initiatives,  and  it  also  is  good  policy. 


CONCLUSION 
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The  Medicare  and  Medicaid  programs  provide  vital  health  and  medical  services  to  more  than  60 
million  Americans.  Substantive  changes  in  program  operation  should  be  made  in  a  comprehensive 
fashion  within  the  context  of  the  needs  of  the  beneficiaries,  not  put  together  just  to  meet  a  budget 
reconciliation  target.  This  is  especially  important  as  we  negotiate  our  way  to  national  health  system 
reform. 

At  this  time,  I  will  be  pleased  to  answer  questions  that  you  may  have. 

Chairman  Stark.  Thank  you. 
Dr.  Scott. 

STATEMENT  OF  H.  DENMAN  SCOTT,  MJ)^  FA.C.P.,  SENIOR 
VICE  PRESIDENT  FOR  HEALTH  AND  PUBLIC  POLICY,  AMER- 
ICAN COLLEGE  OF  PHYSICIANS 

Dr.  Scott.  Thank  you,  Mr.  Chairman,  for  the  opportunity  to 
present  the  views  of  the  American  College  of  Physicians.  I  am 
Denman  Scott,  senior  vice  president  for  health  and  public  policy. 

We  support  the  need  for  significant  long-term  deficit  reduction. 
Not  only  does  the  economic  health  of  the  country  depend  on  it,  but 
as  the  President  has  eloquently  stated,  the  prospects  for  health 
care  reform  and  the  viability  of  our  health  care  system  are  inte- 
grally bound  with  deficit  reduction. 

We  appreciate  the  administration's  efforts  to  protect  primary 
care  services.  Thus,  the  administration  exempted  these  services 
from  the  proposed  2  percent  cut  in  the  1994  fee  schedule  update. 
We  will  be  recommending  additional  wavs  to  boost  primary  care 
medicine,  but,  at  a  minimum,  we  urge  tne  committee  to  agree  to 
this  exemption. 

We  agree  with  the  proposed  reductions  in  the  practice  cost  rel- 
ative values  for  services  in  which  those  practice  costs  are  over- 
valued. That  some  services  are  overvalued  in  the  practice  cost  com- 
ponent reflects  a  statutory  provision  that  ties  this  calculation  to 
practice  costs  figured  in  the  old  system  as  a  percentage  of  historical 
charges.  This  favors  hospital  based  and  technical  procedures, 
where  overhead  incurred  by  the  physician  is  relatively  lower. 

We  have  testified  previously  to  this  committee  and  others,  and 
we  reiterate  today,  that  a  recalculation  of  practice  and  malpractice 
costs  to  reflect  actual  overhead  is  the  single  most  important  change 
this  committee  can  make  to  assist  the  primary  care  practitioner  in 
the  short  term. 

We  recognize  that  in  our  testimony  we  have  supported  some 
spending  reduction  proposals,  supported  others  with  modifications, 
and  opposed  some.  Thus,  the  totals  may  fall  short  of  the  President's 
goal.  We  also  recognize  the  pressures  tor  short-term  cost  control  in 
order  to  move  toward  universal  access  to  care  and  system  reform, 
not  to  mention  the  imperative  of  longer-term  cost  control. 

We  believe  that  other  savings  are  available,  both  for  Federal  defi- 
cit reduction  and  systemwide  cost  control.  The  most  significant 
area  is  inappropriate  utilization  of  procedures.  We  also  believe  that 
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there  is  a  problem  with  overpriced  services.  Nothing  is  more  insult- 
ing to  the  primary  care  physician  than  to  work  the  same  long 
hours  as  the  sub-specialist  and  come  away  with  reimbursement 
that  is  lower  by  a  factor  of  several  hundred  percent.  It  is  not  so 
secret,  but  clearly  the  profession  does  not  like  to  talk  about  it,  that 
too  many  physicians  are  drawing  incomes  in  the  hundreds  of  thou- 
sands, even  over  $1  million,  because  their  procedures  are  reim- 
bursed so  highly. 

Let  me  say  a  couple  of  things  about  primary  are.  FVom  the  point 
of  view  of  general  internal  medicine,  it  is  on  the  ropes.  There  are 
many  people  leaving  practice  early.  The  number  of  people  going 
into  primary  care  is  at  an  all-time  low.  The  Medicare  fee  schedule, 
so  fiill  of  promise,  has  not  really  helped  the  vast  majority  of  inter- 
nists, according  to  a  recent  college  survey.  There  is  plenty  of  money 
in  the  physician  pot,  it  just  needs  some  redistribution. 

First  and  foremost,  to  begin  this,  I  think  the  practice  cost  for- 
mula, if  this  is  readjusted,  will  bring  some  immediate  relief.  We  are 
beginning,  however,  to  consider  among  our  membership — and  this 
opinion  is  being  more  widely  held  now — that  ultimately  to  affect 
this  redistribution,  the  fee  schedule  itself  may  have  to  be  aban- 
doned and  we  go  to  another  means  of  reimbursement  of  physicians. 

Thank  you  very  much. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  THE 

AMERICAN  COLLEGE  OF  PHYSICL\NS 

TO  THE  SUBCOMMITTEE  ON  HEALTH 

HOUSE  WAYS  AND  MEANS  COMMTITEE 

March  25,  1993 

Medicare  Budget  Proposals 

Thank  you  for  the  opportunity  to  present  the  views  of  internists  on  the  Administration's  budget 
proposals.  The  American  College  of  Physicians  is  the  nation's  largest  medical  specialty  society,  with 
some  80,000  members  practicing  internal  medicine  and  its  subspecialties.  I  am  Dr.  H.  Denman  Scott, 
Senior  Vice  President  for  Health  and  Public  Policy. 

We  support  the  need  for  significant,  long-term  deficit  reduction.  Not  only  does  the  economic 
health  of  the  country  depend  on  it  but,  as  the  President  has  eloquently  stated,  the  prospects  for  health  care 
reform  and  the  viability  of  our  health  system  are  integrally  bound  with  deficit  reduction. 

Recognizing  the  difficulties  faced  by  Congress  in  achieving  significant  reduction  in  the  deficit, 
the  College  does  not  believe  that  the  aggregate  level  of  proposed  reductions  in  Medicare  and  Medicaid 
is  overly  severe.  The  reductions  total  about  $62  billion  over  a  five-year  period,  out  of  aggregate 
spending  for  that  period  projected  to  be  well  in  excess  of  $1  trillion.  If  reductions  are  taken  carefully, 
in  a  refined  manner,  a  5-7  percent  cut  in  projected  spending  ought  to  be  absorbed  without  undue 
hardship.  The  key  question,  obviously,  is  which  reductions  constitute  the  right  package?  Most  of  this 
statement  will  address  that  question. 

We  have  filtered  deficit  reduction  proposals  through  two  lenses,  and  hope  that  this  committee  will 
as  well.  One  is  the  effect  on  primary  care  and  generalism  in  medicine  (terms  that  we  tend  to  use 
interchangeably).  The  other  is  the  potential  effect  on  health  care  reform.  At  this  point,  most  statutory 
changes  will  have  some  effect  on  the  shape  of  reform,  and  we  want  to  be  sure  that  spending  reductions 
are  consistent  with  likely  longer-term  system  changes.  More  positively,  this  reconciliation  package  can 
be  used  to  makes  changes  necessary  under  any  reform  scenario,  and  we  urge  the  committee  to  view  it 
that  way. 

Payment  Updates 

We  appreciate  the  Administration's  efforts  to  protect  primary  care  services  (usually  defined  as 
office,  home,  and  nursing  home  visits)  in  the  budget  proposals.  Thus,  the  Administration  exempted  these 
services  from  the  proposed  2  percent  cut  in  the  1994  fee  schedule  update.  We  will  be  recommending 
additional  ways  to  boost  primary  care  medicine,  but  at  a  minimum  we  urge  the  committee  to  agree  to  this 
exemption. 

We  do  not  support  a  change  in  the  default  formula  for  the  Medicare  Volume  Performance 
Standard  (MVPS).  We  believe  that  this  issue  is  one  of  trust  in  government  to  hold  to  agreements  reached 
when  the  1989  payment  reform  legislation  was  written.  When  the  MVPS  targets  were  exceeded,  the 
payment  update  was  reduced  according  to  the  formula.  Now  that  it  appears  that  1992  spending  may  come 
in  under  the  target,  and  that  the  update  would  favor  physicians,  a  change  in  the  formula  would  be  very 
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poorly  received  by  physicians.  While  the  1989  legislation  is  not  inviolate,  this  is  one  of  those  issues  that 
speaks  to  the  good  faith  of  the  parties  and  that  you,  Mr.  Chairman,  have  defended. 

Practice  Costs 

We  agree  with  proposed  reductions  in  practice  costs  for  services  in  which  those  practice  costs  are 
overvalued.  That  some  services  are  overvalued  in  the  practice  cost  relative  values  reflects  a  statutory 
provision  that  ties  this  calculation  to  practice  costs  figured  in  the  old  system  --  as  a  percentage  of 
historical  charges.  This  favors  hospital-based  and  technical  procedures  -  where  overhead  incurred  by 
the  physician  is  relatively  lower. 

Primary  care  practitioners  cannot  cover  their  overhead  costs  with  Medicare  payments  for  many 
evaluation  and  management  services.  Many  report  that  Medicare  covers  25-30  percent  of  overhead,  while 
those  costs  run  as  high  as  60  percent  or  greater  for  many  physicians.  With  doctors  under  pressure  to 
reduce  their  exposure  to  financial  loss,  the  miscalculation  of  practice  costs  acts  as  an  incentive  to  limit 
the  number  of  Medicare  patients  in  a  practice  and  to  perform  more  office-based  procedures. 

We  have  testified  previously  to  this  committee  and  others,  and  we  reiterate  today,  that  a 
recalculation  of  practice  and  malpractice  costs  to  reflect  actual  overhead  is  the  single  most  important 
change  this  committee  can  make  to  assist  the  primary  care  practitioner  in  the  short-term.  Once  again, 
we  urge  you  to  mandate  that  change  in  this  year's  reconciliation  bill,  for  implementation  in  1994.  A 
1997  start  date  is  unacceptable.  If  Congress  makes  this  change,  we  believe  that  PPRC  and  HCFA,  just 
as  they  did  with  the  RBRVS  system  itself,  can  expedite  the  development  of  the  necessary  data.  We  need 
a  straightforward  instrument  that  effectively  relates  the  calculation  of  practice  and  malpractice  relative 
value  units  to  costs  incurred  by  physicians  in  their  practices.  And  we  need  to  make  sure  that  the  benefit 
of  a  statutory  change  is  directed  at  the  generalist  physician. 

Ban  on  Physician  Self-Referrals 

Subject  to  careful  exceptions,  we  can  support  extending  to  other  facilities  and  services  the  current 
prohibition  on  referrals  to  laboratories  outside  the  practice  in  which  physicians  have  an  investment 
interest.  The  exceptions  have  to  do  with  allowing  those  referrals  where  it  is  clearly  in  the  interest  of  the 
patient.  The  recently  revised  ACP  Ethics  Manual  provides  guidance  along  the  lines  that  we  hope  the 
Committee  will  recommend:  physicians  should  not  refer  patients  to  an  outside  facility  in  which  they  have 
invested,  but  an  exception  should  be  allowed  when  capital  funding  and  necessary  services  are  provided 
that  would  otherwise  not  be  made  available. 

Laboratory  Fees 

We  suggest  that  this  is  an  area  where  a  refined  approach,  rather  than  across-the-board  reductions, 
is  appropriate.  Rather  than  cutting  all  reimbursement  to  76  percent  of  the  national  median,  we  suggest 
that  the  committee  identify  those  laboratory  procedures  where  payments  are  overpriced  and  lake  steps  to 
bring  those  down.  The  danger  of  the  across-the-board  approach  is  that  payments  for  specific  procedures 
may  be  reduced  below  levels  that  reflect  costs  in  certain  areas,  and  jeopardize  the  use  of  necessary 
clinical  tests.  Additional  expenditures  to  comply  with  the  Clinical  Laboratory  Improvement  Act  (CLIA) 
must  also  be  considered. 
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Payment  for  EKG  Interpretation/New  Physicians 

Last  year.  Congress  passed  a  provision  restoring  payments  for  interpretation  of  EKGs  and  for  new 
physicians,  both  of  which  were  cut  as  of  January  1,  1992.  This  was  done  in  a  budget  neutral  manner 
within  the  fee  schedule.  We  appreciate  the  role  of  this  committee  in  taking  this  action,  and  were 
disappointed  that  this  provision  was  incorporated  in  a  larger  package  that  was  ultimately  vetoed  by 
President  Bush.   We  urge  you  to  include  this  same  language  in  a  Reconciliation  bill  this  year. 

Graduate  Medical  Education  Financing 

Mr.  Chairman,  while  this  hearing  focuses  on  Part  B,  please  permit  us  a  brief  comment  on  graduate 
education  support,  funded  under  Part  A.  We  urge  you  to  be  very  cautious  about  reductions  in  the  percentage 
add-on  for  indirect  costs,  which  is  currently  7.7  percent.  As  you  well  know,  rightly  or  wrongly  this  money 
helps  to  pay  for  services  to  patients  without  any  health  coverage.  With  the  uninsured  population  continuing 
to  rise,  severe  pressures  on  state  Medicaid  budgets,  and  cuts  in  county  or  municipal  support  for  public 
hospitals,  further  reductions  in  Medicare  indirect  GME  payments  could  worsen  access  to  care  unless  and  until 
health  care  reform  initiatives  provide  this  funding. 

We  can  support  movement  towards  reducing  the  very  large  variation  in  direct  payments  for  GME 
support.  First,  we  recommend  that  this  change  be  implemented  on  a  phased  basis,  to  prevent  dislocations 
to  these  programs.  Second,  we  suggest  that  you  consider  regional  averages,  rather  than  a  national  average, 
to  take  into  account  variations  in  salary,  fringe  benefit,  and  related  direct  costs.  Data  on  regional  and 
specialty  variations  in  the  cost  of  training  must  be  developed. 

We  support  the  idea  of  giving  greater  weight  to  primary  care  residencies.  If  this  is  to  make  a 
difference,  weightings  should  be  dramatically,  rather  than  incrementally,  higher.  However,  the  PPRC  has 
cautioned  that  this  approach  may  have  little  impact  on  the  production  of  primary  care  physicians  unless 
coupled  with  restrictions  on  the  numbers  of  specialty  and  subspecialty  slots.  As  you  know,  the  weighting 
factors  determine  payments  to  institutions,  not  physicians-in-training.  Stipends  vary  relatively  little  among 
types  of  residents,  and  are  not  likely  to  be  adjusted  by  differences  in  Medicare  payments.  Differences  in  the 
revenue  potential  among  services  remain  much  more  potent  factors  influencing  the  numbers  and  distribution 
of  residency  slots. 

We  concur  with  the  PPRC's  draft  paper  on  physician  supply:  "...as  long  as  the  economic  returns  to 
specialization  are  high  and  training  positions  in  these  fields  are  available,  senior  medical  students  may  still 
be  less  likely  to  select  careers  in  primary  care. "  To  have  substantial  effect  on  primary  care,  changes  in  GME 
funding  will  have  to  be  coupled  with  payment  and  practice  environment  changes  that  make  primary  care 
careers  attractive.    We  address  this  question  later  in  our  statement. 

Achieving  Federal  Deficit  Reduction  Goals  and 
System-Wide  Short-Term  Cost  Control 

We  recognize  that  in  this  statement  we  have  supported  some  spending  reduction  proposals,  supported 
others  with  modification,  and  opposed  others.  Thus  the  totals  may  fall  short  of  the  President's  goal.  We  also 
recognize  the  pressures  for  short-term  cost  control  in  order  to  move  towards  universal  access  to  care  and 
system  reform,  not  to  mention  the  imperative  of  longer-term  cost  control.  We  offer  several  comments  on 
these  points: 
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Across-the-board  proposals  have  a  real  potential  of  driving  primary  care  physicians  out  of  practice. 
Fee  freezes  lock  in  the  inequities  between  primary  care  and  procedures  that  still  exist  in  Medicare  and  the 
private  sector.  As  we  stated  in  the  beginning.  Congress  must  use  tools  that  are  refined  as  it  approaches  the 
cost  control  problem. 

Without  substantial  improvements  for  evaluation  and  management  services,  the  current  RBRVS  cannot 
be  applied  to  other  payment  systems.  Especially  at  the  Medicare  conversion  factor,  the  use  of  the  RBRVS- 
based  fee  schedule  in  all  payments  would  be  nothing  less  than  devastating  to  the  primary  care  physician.  The 
College  was  one  of  the  early  and  strong  supporters  of  RBRVS.  We  continue  to  believe  that  substantial 
improvements  can  make  it  a  viable  instrument,  but  internists  have  been  profoundly  disappointed  with  its 
effects  and  would  vigorously  oppose  wider  application  without  positive  changes. 

We  believe  that  other  savings  are  available,  both  for  federal  deficit  reduction  and  system-wide  cost 
control.  The  most  significant  area  is  in  the  inappropriate  utilization  of  procedures.  Without  trying  to 
minimize  this  challenge,  it  is  imperative  that  the  profession,  government,  and  other  payers  come  together  on 
methods  to  enable  physicians  to  monitor  and  alter  the  behavior  of  their  peers.  We  need  to  move  quickly  to 
redirect  current  resources  for  utilization  review  to  a  new  method  of  profiling  physician  practice  patterns  to 
identify  outliers.   Dramatic  change  often  results  when  physicians  are  confronted  with  these  data. 

There  remain  procedures  that  are  overpriced,  both  under  the  Medicare  fee  schedule  and  in  the  system 
as  a  whole.  Nothing  is  more  insulting  to  the  primary  care  physician  than  to  work  the  same  long  hours  as  the 
subspecialist  and  come  away  with  reimbursement  that  is  lower  by  factors  of  several  hundred  percent.  It  is 
not  so  secret,  but  clearly  the  profession  doesn't  like  to  talk  about  it,  that  too  many  physicians  are  drawing 
incomes  in  the  hundreds  of  thousands  of  dollars,  because  their  procedures  are  reimbursed  too  highly,  their 
overhead  costs  are  low,  and  they  are  doing  procedures  of  questionable  necessity.  We  hope  that  the  profession 
can  work  with  the  committee  to  achieve  savings  in  this  area. 

In  most  areas  of  this  country,  controls  on  investment  in  facilities  and  technology  -  never  strong  in 
the  first  place,  and  limited  in  most  areas  to  inpatient  care  -  were  eliminated  in  the  I980's.  In  the  ACP  health 
care  reform  paper,  we  argue  that  this  "capacity"  or  "supply  side"  of  the  system  is  responsible  in  part  for 
health  care  inflation,  and  that  an  essential  element  of  cost  control  will  be  managing  investment.  We  suggest 
this  area  as  having  substantial  potential  for  achieving  the  committee's  and  the  President's  cost  control  goals. 

If  we  do  a  better  job  of  matching  the  availability  of  resources  to  projected  need,  so  that  facilities  are 
fully  utilized  for  appropriate  services,  we  can  also  bring  down  the  unit  costs  of  those  facilities.  In  many 
areas,  those  unit  costs  remain  high  because  they  are  calculated  on  underutilization  of  facilities. 

Finally,  we  suggest  that  it  is  time  to  ask  higher  income  Medicare  beneficiaries  to  pay  a  larger  share 
of  Medicare  costs.  This  would  be  consistent  with  the  refined  approach  to  spending  reduction  that  we  have 
advocated:  that  is,  to  make  changes  that  offer  protections  where  necessary  and  request  more  of  those  who 
have  more. 

Revitalizing  Primary  Care 

Mr.  Chairman,  we  urge  you  to  include  a  "Primary  Care  Revitalization  Act"  title  in  the  Reconciliation 
bill.  We  believe  this  would  be  consistent  with,  and  a  necessary  precursor  to,  health  care  reform.  And 
frankly,  this  is  an  issue  that  can't  wait.   We  hope  you  will  allow  us  to  address  it  briefly  in  this  testimony. 


220 


We  are  at  a  crossroads,  and  as  a  matter  of  national  policy  we  have  to  choose  what  we  want  the 
physician  workforce  of  the  future  to  looic  like.  Should  that  workforce  consist  largely  of  subspecialists,  each 
caring  for  a  disease  or  organ  system  using  its  particular  set  of  technologies  or  procedures?  Or  should  the 
workforce  have  as  its  core  physicians  who  are  generalists,  whose  comprehensive,  continuing  care  of  the 
patient  is  supplemented  as  necessary  by  subspecialists? 

If  we  do  not  choose  by  creating  policy,  then  we  will  choose  by  default.  Extrapolating  current  trends, 
default  leads  to  a  workforce  of  subspecialists,  with  the  primary  care  or  generalist  physician  playing  a  role  on 
the  periphery,  or  no  role  at  all. 

We  urge  this  committee  to  begin  now  to  move  towards  a  national  policy  whose  centerpiece  is  the  need 
for  comprehensive,  continuing  patient  care  provided  by  generalist  physicians.  While  we  recognize  that  other 
Congressional  committees  must  play  a  role  as  well,  not  to  mention  federal  administrative  agencies,  this 
committee  can  take  important  preliminary  steps  that  may  at  least  reverse  the  slide  and  lay  the  groundwork 
for  long-term  policy. 

We  would  like  to  outline  only  briefly  a  number  of  recommendations: 

•  Move  as  quickly  as  possible  to  a  resource-based  calculation  of  practice  costs  in  the  Medicare  fee 
schedule. 

•  Mandate  the  use  of  payment  modifiers  to  reflect  the  difficulties  and  additional  time  involved  in  caring 
for  patients  who  are  severely  ill,  over  75,  or  functionally  disabled. 

•  Authorize  payment  for  managing  patients  in  nursing  home  or  home  care  settings,  which  place  heavy 
time  demands  on  physicians  for  telephone  consultations  and  paperwork,  with  no  compensation  at 
present. 

•  Consider  the  advisability  of  a  bonus  payment  for  primary  care  physicians  with  "disproportionate" 
numbers  of  Medicare  patients  in  their  practices. 

•  Authorize  HCFA  to  protect  primary  care  services  in  updating  relative  values  in  the  fee  schedule. 
Medicine  is  constantly  inventing  new  procedures;  at  the  same  time,  we  do  not  invent  new  "visits." 
Under  budget  neutral  requirements,  the  proliferation  of  new  procedural  codes  will  shift  the  balance 
of  total  physician  work  units  further  toward  subspecialty  services.  We  have  to  find  a  way  to  protect 
the  relative  values  for  evaluation  and  management  services  from  further  erosion.  HCFA  is 
sympathetic  to  this  problem,  but  lacks  statutory  authority  to  correct  it. 

•  Mandate  a  major  study  of  the  adequacy  of  our  coding  and  reimbursement  systems  to  describe  and  pay 
for  primary  care.  We  need  to  go  back  to  basics,  and  question  our  assumptions.  Why,  for  example, 
do  we  continue  to  value  procedure  time  far  more  than  we  value  evaluation  and  management  time? 
Why  does  the  generalist  have  only  a  few  dozen  codes  to  describe  his  or  her  patients,  while  the 
proceduralist  requires  thousands  of  codes,  many  differentiated  by  only  minute  differences?  Why  does 
our  payment  system  focus  on  what  is  done  to  the  patient,  rather  than  on  the  treatment  of  illness?  Can 
we  ever  expect  to  capture  in  a  procedurally-oriented  coding  system  the  complex  web  of  diagnostic, 
therapeutic,  preventive,  and  counseling  services  that  the  internist  may  provide  in  a  one-hour  encounter 
with  a  patient?  These  and  other  questions  must  be  asked  in  developing  a  payment  policy  component 
of  a  national  policy  on  physician  supply  that  looks  at  other  key  factors  as  well,  including  factors  that 
can  be  changed  only  by  the  profession  itself. 
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We  appreciate  your  indulgence  in  allowing  us  to  raise  these  issues.  We  look  forward  to  working  with 
you  to  flesh  out  these  ideas.  Without  wanting  to  speak  for  them  or  commit  them  to  any  specific 
recommendations,  I  am  sure  that  you  will  be  able  to  count  on  the  support  of  other  medical  societies  who  share 
the  goal  of  revitalizing  primary  care  and  have  made  similar  proposals,  such  as  the  American  Society  of 
Internal  Medicine,  the  American  Academy  of  Family  Practitioners,  and  the  American  Academy  of  Pediatrics. 

Mr.  Chairman,  federal  deficit  reduction  and  cost  control  in  the  health  system  at  large  are  essential. 
We  ask  only  that  your  actions  reflect  consideration  of  those  areas  of  the  system  most  in  trouble  -  the 
providers  who  deliver  primary  care  and  the  patients  who  benefit  from  that  care.  Thank  you  again  for  this 
opportunity  to  share  our  views  with  the  committee. 

Chairman  Stark.  Thank  you. 
Dr.  Block,  I  think  you  are  next. 

STATEMENT  OF  GEORGE  E.  BLOCK,  MD^  FA.C.S^  CHAIRMAN, 
ADVISORY  COUNCIL  FOR  SURGERY,  AMERICAN  COLLEGE  OF 
SURGEONS 

Dr.  Block.  Thank  you. 

Mr.  Chairman,  I  am  George  Block  and  I  am  a  general  surgeon, 
a  fellow  of  the  .^erican  College  of  Surgeons,  a  member  of  the  fac- 
ulty at  the  University  of  Chicago,  and  chairman  of  the  advisory 
council  for  surgery  of  the  American  College  of  Surgeons. 

On  behalf  of  the  college  and  its  more  than  53,000  fellows,  I  am 
pleased  to  have  this  opportunity  to  comment  upon  some  of  the 
Clinton  administration's  fiscal  1994  budget  proposals  relating  to 
Medicare. 

The  administration  is  asking  this  committee  to  approve  a  provi- 
sion directing  Medicare  to  pay  the  same  amount  for  a  surgical  pro- 
cedure, irrespective  of  whether  the  primary  surgeon  uses  a  physi- 
cian as  an  assistant  at  surgery.  This  is  not  a  new  proposal.  It  is 
the  same  bad  idea  that  was  recommended  to  you  by  the  Bush  ad- 
ministration 3  years  ago  and  was  appropriately  rejected  by  this 
committee. 

The  college  opposes  this  proposal,  because  it  is  inconsistent  with 
the  concept  that  Medicare  should  pay  for  the  physician's  services 
that  are  required  by  the  Medicare  patients.  The  decision  to  use  an 
assistant  at  surgery  should  depend  upon  the  complexity  and  dif- 
ficulty of  the  procedure  and  the  condition  of  the  patient.  The  pri- 
mary surgeon  has  the  obligation  to  determine  the  need  for  an  as- 
sistant at  surgery. 

While  Medicare  has  a  legitimate  interest  in  evaluating  the  appro- 
priateness of  the  use  of  assistants  at  surgery,  the  program  also  has 
the  responsibility  for  paying  for  the  needed  professional  services 
that  Medicare  patients  require.  Medicare  payments  for  assistants 
at  surgery  totaled  less  than  1  percent  of  all  allowed  charges  for 
part  B  in  1990. 

This  rather  outrageous  proposal  introduces  unwarranted  eco- 
nomic pressures  on  what  should  be  medical  decisions  about  the 
safety  needs  of  patients  who  require  operations.  The  proposal  is  in- 
appropriate and,  again,  should  be  rejected. 

The  administration  is  also  proposing  what  they  call  an  "interim 
step"  toward  a  resource  based  system  for  practice  expenses  in  the 
Medicare  fee  schedule.  A  more  comprehensive  system  would  be 
phased  in  by  1997.  We  have  steadfastly  opposed  the  resource  based 
approach,  because  it  is  a  method  that  focused  on  efforts  and  not  re- 
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suits.  It  is  a  system  that  sets  values  for  service,  regardless  of  out- 
comes or  quality. 

The  college  fears  that  extending  the  so-called  resource  based 
method  to  practice  expenses  would  cause  further  massive  reduc- 
tions in  fees  for  many  surgical  and  other  services,  without  any  as- 
sessment of  the  implications  for  Medicare  patients  or  their  physi- 
cians. We  are  particularly  concerned  about  the  potential  devastat- 
ing impact  that  such  a  scheme  would  have  on  small  surgical  prac- 
tices, especially  in  many  rural  areas,  where  continued  access  to 
general  surgeons  and  other  surgical  specialists  is  essential  in  order 
to  maintain  their  fragile  health  care  systems. 

The  administration  has  proposed  also  modifications  of  certain 
features  of  the  Medicare  volume  performance  standards.  The  Amer- 
ican College  of  Surgeons  remains  a  very  strong  proponent  of  per- 
formance based  approaches.  The  college  is  convinced  that  volume 
performance  standards,  including  a  separate  identifiable  standard 
for  surgical  services,  are  a  very  effective  means  of  focusing  the  phy- 
sicians on  the  utilization  of  their  services.  The  surgical  community 
has  been  successful  in  meeting  the  surgical  MVPS  goals  for  botn 
1992  and  1993. 

Because  of  our  limited  experience  with  this  new  expenditure  tar- 
get tool,  we  urge  caution  in  the  adoption  of  anv  major  changes  in 
the  design  of  the  MVPS.  Nevertheless,  we  would  urge  two  consider- 
ations: First,  the  college  supports  a  modification  of  the  definition 
of  surgical  services  to  include  all  surgical  services,  including  eval- 
uation and  management  services.  This  would  remove  the  sources 
from  the  nonsurgical  expenditure  target  and  charge  them,  instead, 
against  the  surgical  MVPS.  Second,  the  college  supports  amending 
the  current  system  to  establish  a  separate  MVPS  for  primary  care 
services.  This  change  would  allow  policymakers  to  consider  volume 
issues  relating  to  justifiable  increases  in  these  services. 

The  college  remains  unalterably  opposed  to  the  establishment  of 
State  level  volume  performance  standards,  for  fear  that  this  would 
introduce  political  pressures  into  the  annual  allocation  of  resources 
into  what  is  a  national  pro-am  for  the  elderly. 

Finally,  the  administration  proposes  a  full  fee  schedule  update 
for  calendar  1994  for  primary  care  services  only.  Why  the  contin- 
ued discrimination?  Medicare  has  adopted  a  fee  schedule  that  was 
supposed  to  redress  these  alleged  imbalances  in  relative  values. 

The  college  appreciates  the  opportunity  to  comment  on  the  Clin- 
ton administration's  budget  proposals.  Mr.  Chairman,  I  would  be 
pleased  to  respond  to  any  questions  you  or  the  subcommittee  mem- 
bers may  have. 

[The  prepared  statement  follows:] 
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STATEMENT 

of  the 

AMERICAN  COLLEGE  OF  SURGEONS 

to  the 

U.  S.  House  of  Representatives 

Committee  on  Ways  and  Means 

Subcommittee  on  Health 

presented  by 

George  E.  Block,  MD,  FACS 

RE:   President  Clinton's  FY  1994  Budget  Proposals 

March  25,  1993 

Mr.  Chairman  and  members  of  the  subcommittee,  I  am  George  E.  Block,  MD, 
FACS.  I  am  a  general  surgeon,  a  member  of  the  faculty  at  the  University  of  Chicago,  and 
chairman  of  the  Advisory  Council  for  Surgery  of  the  American  College  of  Surgeons.  On 
behalf  of  the  College  and  its  more  than  53,000  Fellows,  I  am  pleased  to  have  this 
opportunity  to  comment  on  some  of  the  Clinton  Administration's  fiscal  year  1994  budget 
proposals  relating  to  the  Medicare  program. 

Single  Fee  for  Surgical  Procedures.  The  Administration  is  asking  this  cotimiittee  to 
approve  a  provision  directing  Medicare  to  pay  the  same  amount  for  a  surgical  procedure 
regardless  of  whether  the  primary  surgeon  uses  a  physician  as  an  assistant  at  surgery. 
Under  the  proposal.  Medicare  would  reduce  payment  for  the  primary  surgeon  by  the 
amount  of  any  separate  payment  for  the  assistant.  Of  course,  as  you  know  Mr.  Chairman, 
this  is  not  a  new  proposal.  It  is  the  same  bad  idea  that  was  recommended  to  you  by  the 
Bush  Administration  three  years  ago—and  rejected  by  this  committee.  The  College  is  just 
as  strongly  opposed  to  this  proposad  now  as  then,  because  it  is  still  fundamentally 
inconsistent  with  the  concept  that  Medicare  should  pay  for  physicians'  services  that  are 
required  by  Medicare  patients. 

In  1990,  in  lieu  of  the  single  fee  plan.  Congress  adopted  two  provisions  relating  to 
assistants  at  surgery  under  Medicare.  One  of  these  provisions  eliminated  any  payments  for 
assistants  when  program  claims  data  indicated  that  they  were  used  for  an  operation  less  than 
5  percent  of  the  time.  This  provision  assumes  that  if  an  assistant  is  used  infrequently  for 
an  operation,  then  an  assistant  must  not  be  necessary.  However,  the  fact  that  a  service  may 
be  required  by  less  than  5  percent  of  the  Medicare  population  has  no  bearing  on  the  needs 
of  a  particular  patient.  Therefore,  we  still  believe  that  the  program  should  pay  for  medically 
necessary  assistants  at  surgery,  no  matter  how  frequently  or  infrequently  they  are  required 
for  any  operation.  However,  we  have  worked  with  the  Health  Care  Financing 
Administration  (HCFA)  to  implement  this  unfortunate  provision  in  the  least  disruptive  way 
possible. 

A  second  provision  reduced  the  payment  amount  for  an  assistant  at  surgery  from  20 
to  16  percent  of  the  primary  surgeon's  global  fee.  The  College  was  very  concerned  about 
the  effects  of  this  provision  on  the  availability  of  assistants,  especially  in  areas  where  such 
assistants  must  travel  long  distances.  In  its  1992  report  to  Congress,  the  Physician  Payment 
Review  Commission  (PPRC)  noted  that  the  16  percent  rate  was  lower  than  the  resource 
costs  involved  for  many  operations.  The  Commissioners  also  warned  that  "when  combined 
with  reductions  in  payments  for  surgical  procedures,  the  16  percent  rule  may  make  it 
difficult  for  surgeons  to  recruit  assistants."  Unfortunately,  many  surgeons  across  the  country 
are  reporting  that,  in  fact,  it  is  becoming  increasingly  difficult  to  secure  assistants  at  surgery. 

Mr.  Chairman,  the  decision  to  use  an  assistant  at  surgery  depends  on  the  complexity 
and  difficulty  of  the  procedure,  as  well  as  the  condition  of  the  patient.  Some  operations, 
such  as  laparoscopic  cholecystectomies,  require  four  hands.  Other  operations  rarely  require 
an  assistant.  The  health  status  of  the  patient  also  is  a  critical  factor,  and  the  primary 
surgeon  may  determine  that  using  an  assistant  at  surgery  will  reduce  the  risk  of  mortality 
or  morbidity.  Reducing  operative  time  is  especially  important  in  minimizing  the  risks  for 
those  older  Medicare  patients  who  are  in  poor  overall  health. 

While  Medicare  has  a  legitimate  interest  in  evaluating  the  appropriateness  of  the  use 
of  assistants  at  surgery,  the  program  also  has  the  responsibility  for  paying  for  the  needed 
professional  services  that  Medicare  patients  require.  In  addition,  we  believe  it  is  important 
to  point  out  that,  in  1990,  Medicare  payments  for  assistants  at  surgery  equaled  less  than  one 
percent  of  the  totai  allowed  charges  for  Medicare  Part  B  for  that  year,  based  on  BMAD 
data  that  were  provided  to  us  by  HCFA.  This  budget  proposal  only  introduces  unwarranted 
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economic  pressures  on  what  should  be  medical  decisions  about  the  safety  needs  of  the 
patients  who  require  operations.  The  proposal  is  inappropriate  and  again  should  be 
rejected. 

Resource-Based  Practice  Expenses.  The  Administration  is  proposing  what  they  call 
an  "interim"  step  toward  a  resource-based  system  for  practice  expenses  in  the  Medicare  fee 
schedule.  A  more  comprehensive  phase-in  to  a  resource-based  system  would  start  in  1997. 
The  College  has  been,  and  remains,  opposed  to  using  this  so-called  resource-based 
methodology  for  practice  expenses  under  the  Medicare  fee  schedule.  We  have  steadfastly 
opposed  the  resource-based  approach,  because  it  is  a  method  that  focuses  on  efforts,  not 
results.  It  is  a  system  that  sets  values  for  services  regardless  of  outcomes  or  quality.  We 
see  no  reason  to  expand  the  use  of  such  a  methodology  to  the  practice  expense  component 
of  the  Medicare  fee  schedule. 

As  you  know,  a  very  extensive  redistribution  of  physician  payments  under  Medicare 
occurred  after  the  implementation  of  the  so-called  resource-based  relative  value  scale,  and 
the  effects  of  these  changes  are  neither  complete  nor  fully  evaluated.  The  College  fears  that 
extending  the  so-called  resource-based  method  to  practice  expenses  would  cause  further 
massive  reductions  in  fees  for  many  surgical  and  other  services,  without  any  assessment  of 
the  implications  such  changes  may  have  for  Medicare  patients  or  their  physicians.  We  are 
particularly  concerned  about  the  potentially  devastating  impact  that  such  a  scheme  most 
assuredly  would  have  on  small  surgical  practices  throughout  much  of  the  country,  and 
especially  in  many  rural  areas  where  continued  access  to  surgical  and  other  services  would 
be  threatened.  We  believe  that  access  to  surgical  care  is  as  important  as  access  to  primary 
care  services  in  rural  areas.  Moreover,  for  many  primary  care  physicians  and  hospitals, 
access  to  surgical  specialists  is  essential  in  order  to  maintain  the  fragile  health  care  systems 
in  rural  areas. 

It  also  should  be  clear  from  the  advice  provided  to  you  by  the  PPRC  that  the 
information  base  to  evaluate  or  implement  this  kind  of  major  payment  change-even  if  the 
expected  effects  on  your  constituents  were  known-does  not  exist.  In  our  judgment,  payment 
changes  of  the  kind  envisioned  in  the  proposal  should  not  be  approved  even  on  an  "interim" 
basis  until  at  least  some  basic  questions  about  this  plan  are  answered  and  understood. 

Medicare  Volume  Performance  Standards.  The  Administration  has  proposed 
modiHcations  in  certain  features  of  current  law  that  pertain  to  the  Medicare  volume 
performance  standards  (MVPSs).  As  you  well  know,  Mr.  Chairman,  the  American  College 
of  Surgeons  was,  and  remains,  a  very  strong  proponent  of  performance-based  approaches 
to  address  the  concerns  of  policymakers  about  the  volume  and  intensity  of  services  provided 
under  the  Medicare  program.  In  fact,  we  do  not  believe  that  physician  payment  reform 
could  have  been  approved  unless  it  was  accompanied  by  some  mechanism  resembling  the 
MVPSs. 

The  College  is  convinced  that  volume  performance  standards,  including  a  separate, 
identifiable  standard  for  surgical  services,  are  a  very  effective  means  of  focusing  the 
attention  of  the  physician  community  on  the  utilization  of  their  services.  Obviously,  we  have 
been  very  pleased  that  the  surgical  community  was  successful  in  meeting  the  surgical  MVPS 
goal  for  the  1993  update.  The  challenge  now  is  to  make  the  MVPS  concept  work  for  all  of 
medicine. 

Despite  our  support  for  the  MVPSs,  we  recognize  that  we  have  had  very  limited 
experience  with  this  new  expenditure  target  tool.  For  this  reason,  we  have  urged  caution 
in  the  development  of  any  major  changes  in  the  design  of  the  MVPSs,  such  as  structuring 
the  standards  on  something  less  than  a  nationwide  basis  or  covering  unduly  narrow 
categories  of  services.  But,  based  on  what  we  have  learned  thus  far,  we  urge  you  to  consider 
two  important  changes  in  the  measurement  of  performance  under  the  MVPS  for  surgical 
services  that  will  strengthen  its  effects. 

First,  the  College  supports  a  modification  of  the  definition  of  surgical  services  for  the 
purposes  of  setting  the  surgical  target  to  include  all  services  performed  by  surgeons,  not  just 
their  procedural  services.  By  making  this  change,  for  example,  expenditures  for  surgeons' 
separately  identifiable  evaluation  and  management  services  would  be  removed  from  the 
nonsurgical  expenditure  target  and  charged  against  the  surgical  MVPS. 
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Second,  the  College  supports  amending  the  current  system  to  establish  a  separate 
MVPS  and  fee  schedule  update  for  primary  care  services.  This  change  would  allow 
policymakers  to  consider  volume  issues  relating  to  justifiable  increases  in  the  number  of 
primary  care  visits  under  its  own  separate  performance  standard,  at  least  until  definitive 
medical  necessity  criteria,  practice  guidelines,  and/or  a  workable  system  of  physician 
profiling  can  be  developed  to  judge  the  appropriate  utilization  of  those  services. 

The  College  remains  unalterably  opposed  to  the  establishment  of  state-level  volume 
performance  standards,  because  we  believe  that  such  an  approach  only  will  introduce  major 
political  pressures  over  the  annual  allocation  of  resources  for  physicians'  services  under  what 
is  essentially  a  national  program  for  the  elderly.  It  is  a  well-known  fact  that  many  patients 
are  referred  to,  or  otherwise  obtain  the  services  of,  physicians  (particularly  specialists)  from 
outside  of  their  own  communities  and  states.  Political  boundaries  should  not  distort 
reasonable  attempts  to  establish  expenditure  targets  for  physicians'  services. 

Because  we  do  not  have  the  specific  details  of  the  proposals  from  the  Administration 
relating  to  potential  reductions  in  the  MVPSs,  we  are  not  able  to  make  a  full  assessment 
of  these  recommendations.  But,  as  a  matter  of  policy,  the  College  is  very  concerned  about 
any  changes  that  tend  to  erode  the  underlying  performance-based  concepts  inherent  in  the 
MVPSs.  Obviously,  for  example,  if  future  performance  standards  are  set  for  Medicare 
without  any  real  concern  about  the  expected  effects  of  factors  that  actually  determine  the 
expected  rate  of  growth  in  physician  expenditures,  then  the  ability  of  surgeons  and  other 
physicians  to  meet  such  standards  will  be  compromised.  We  also  are  concerned  about 
possible  changes  that  might  make  the  "default"  formulas  more  attractive  than  the  explicit 
setting  of  targets  and  updates  after  careful  consideration  of  all  the  issues  involved,  not  just 
budget  goals  alone. 

1994  Fee  Schedule  Updates.  The  Administration  proposes  a  full  fee  schedule  update 
for  calendar  year  1994  for  primary  care  services  only.  For  other  physicians'  services,  the 
update  would  be  two  percentage  points  below  the  full  update.  We  are  completely  opposed 
to  this  proposal.  Why  the  continued  discrimination?  Medicare  now  has  adopted  a  fee 
schedule  that  was  supposed  to  redress  the  alleged  imbalances  in  the  relative  values  for 
various  categories  of  physicians'  services.  In  addition,  at  least  insofar  as  surgical  services 
are  concerned,  surgeons  have  met  much  more  restrictive  Medicare  volume  performance 
standards  than  have  been  applied  to  other  physician;'  services.  The  College  believes  that 
differential  updates  in  fees  should  be  based  only  on  performance.  If  Congress  feels  obliged 
to  reduce  payment  updates  as  part  of  a  broad  budgetary  reduction  plan,  then  these 
reductions  should  be  made  equally  for  all  services  covered  by  the  program-that  is,  a  truly 
"shared  sacrifice"  among  all  physicians. 

Again,  the  College  is  pleased  to  have  this  opportunity  to  comment  on  the  Clinton 
Administration's  budget  proposals.  Mr.  Chairman,  I  would  be  pleased  to  respond  to  any 
questions  you  or  the  subcommittee  members  may  have. 
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Chairman  Stark.  Thank  you  very  much. 
Dr.  Tudor,  you  are  next. 

STATEMENT  OF  JOHN  M.  TUDOR,  JR.,  M.D.,  PRESTOENT, 
AMERICAN  ACADEMY  OF  FAMILY  PHYSICIANS 

Dr.  Tudor.  My  name  is  John  M.  Tudor,  Jr.,  M.D.  I  am  a  family 
physician  in  private  practice  in  Salt  Lake  City.  I  serve  as  the  presi- 
dent of  the  American  Academy  of  Family  Physicians. 

I  appreciate  this  opportimity  to  comment  on  the  Medicare  provi- 
sions in  the  proposed  fiscal  year  1994  budget.  The  larger  context 
in  which  the  new  administration  has  proposed  its  budget  chal- 
lenges us  to  adopt  a  new  perspective.  Proposed  bu^et  cuts  and  tax 
increases  must  be  considered  as  part  of  the  President's  strategy  to 
revitalize  the  American  economy.  The  Medicare  budget  cuts  also 
must  be  considered  in  the  context  of  the  administration's  efforts  to 
reform  the  American  health  care  system. 

The  President's  strategy  for  economic  revitalization  includes  as 
package  of  investments  oesigned  to  bolster  the  economic  infrastruc- 
ture. Another  essential  aspect  is  reforming  the  health  care  system. 
The  President  clearly  understands  the  success  of  health  care  sys- 
tem reform  rests  on  a  substantial  increase  in  the  availability  of  pri- 
mary care  services. 

Many  of  our  current  health  care  problems  can  be  directly  attrib- 
uted to  decades  of  neglect  suffered  by  this  country's  primary  care 
infrastructure.  This  neglect  can  no  longer  be  sustained,  if  every 
American  is  to  be  assured  access  to  appropriate  health  care,  and 
if  health  care  costs  are  no  longer  to  constitute  an  ever-growing 
drain  on  the  American  economy. 

Primary  care  physicians  are  the  infrastructure  of  America's 
health  care  system.  My  message  today  is  a  simple  one:  As  you  con- 
sider the  difficult  choices  presented  in  the  budget  proposal,  you 
must  bear  in  mind  that  rebuilding  of  the  primary  health  care  sys- 
tem is  an  essential  investment  in  America's  economic  future. 

We  are  encouraged  that  several  provisions  within  this  budget  ap- 
pear to  exempt  primary  care  services  from  budget  cuts  and/or  to 
orient  existing  financial  incentives  toward  primary  care.  Because 
the  Medicare  proposals  are  not  sufficiently  detailed,  the  following 
comments  should  be  regarded  as  preliminary. 

The  Academy  applauds  the  proposed  reweighting  of  direct  grad- 
uate medical  education  payments.  However,  we  believe  that  a 
much  more  radical  reform  will  be  necessary  in  order  to  correct  the 
severe  over-specialization  of  the  physician  supply. 

GME  must  be  unleashed  from  its  exclusive  link  to  inpatient  fa- 
cilities. Ambulatory  training  facilities  should  be  eligible  for  both  di- 
rect and  indirect  medical  education  payments.  As  long  as  the  over- 
whelming majority  of  GME  dollars  flow  to  hospitals,  there  is  little 
reason  to  expect  any  significant  change  in  graduate  medical  edu- 
cation training.  Furthermore,  the  proposed  reductions  in  the  indi- 
rect GME  rate  may  adversely  affect  family  practice  residency  pro- 
grams, which  are  those  that  are  least  likely  to  bring  in  substantial 
revenue. 

We  believe  the  exemption  of  primary  care  services  from  proposed 
reductions  in  the  1994  fee  update  to  be  consistent  with  the  admin- 
istration's policy  of  promoting  primary  care.  On  the  other  hand,  we 
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are  concerned  that  the  proposal  to  lower  the  floor  in  the  Medicare 
volume  performance  standard  default  formula  will  have  an  unin- 
tended and  perverse  impact  on  primary  care  services. 

The  current  use  of  surgical  and  nonsurgical  volume  performance 
standards  inappropriately  groups  visit  services  with  diagnostic  and 
treatment  procedures,  like  imaging  and  endoscopy,  which  have 
grown  rapidly.  We  believe  that  an  additional  category  of  physician 
services  should  be  established  for  visits.  The  creation  of  a  visit  cat- 
egory will  protect  primary  care  services  from  a  recurrence  of  the 
unjustifiably  low  update  received  in  1993.  Furthermore,  delays  in 
implementing  these  updates  will  perpetuate  the  inequities  of  the 
existing  fee  schedule. 

The  Academy  strongly  supports  PPRC's  resource  based  practice 
expense  pajnnent  method.  Paying  average  practice  expenditures,  as 
is  specified  in  current  law,  penalizes  primary  care  offices  where  the 
overhead  is  above  50  percent.  It  is  important  to  note  that  PPRC's 
proposal  calls  for  budget  neutral  implementation,  whereby,  the 
payment  for  overvalued  services  would  decrease,  while  payments 
for  undervalued  services  would  simultaneously  increase. 

We  are  concerned  that  the  administration's  proposal  to  reduce 
overpayments  would  divert  for  deficit  reduction  purposes  funds 
that  would  never  be  used  to  increase  the  undervalued  practice  ex- 
penses. We  urge  the  subcommittee  to  consider  carefully  the  per- 
verse longrun  impact  that  this  provision  would  have  on  establish- 
ing a  resource  based  practice  expense  component. 

Finally,  we  believe  that  the  proposed  reduction  in  payments  for 
clinical  office  laboratory  services  is  unjustified,  because  of  the  in- 
creased costs  of  providing  lab  services  in  clinical  practice. 

It  has  been  my  privilege  to  address  these  important  issues. 
Please  accept  my  sincere  oner  to  assist  the  committee  in  any  way 
possible  in  its  deliberations  related  to  Medicare  budget  and  larger 
issues  of  health  care  reform. 

Thank  you. 

[The  prepared  statement  follows:] 
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TESTIMONY  OF  JOHN  M.  TUDOR,  JR.,  M.D. 

President 

American  Academy  of  Family  Physicians 

I  arr.  John  M.  Tudor,  Jr.,  M.D.,and  it  is  my  privilege  to  serve  as  President  of  the 
American   Academy  of  Family  Physicians.    On  behalf  of  the  Academy's  74,000 
members,  I  wish  to  express  our  appreciation    for  this  opportunity   to  appear  before 
the  Subcommittee   and  to  comment  on  the  Medicare  provisions  in  President 
Clinton's  proposed  budget  for  Fiscal  Year  1994. 

The  larger  context  in  WMch  the  Administration    has  proposed  its  FY94  budget 
challenges  us  to  consider  this  budget  from  a  new  perspective.    This  is  particularly 
true  in  regard  to  the  Medicare  provisions.    In  general,  the  budget  must  be 
considered  as  part  of  the  President's  three-pronged    strategy  to  revitalize  the 
American  economy.    The  Medicare  budget,  in  particular,   must  be  considered   in 
the  context  of  the  Administration's   efforts  to  reform  the  American   health  care 
system.    We  recognize  that  a  simple  arithmetic  assessment  of  how  the  proposed 
Medicare  cuts  will  impact  on  the  financial  well-being  of  family  physicians  fails  to 
do  justice  to  the  fuller  implications  of  this  proposed  budget. 

In  formulating  our  response  to  this  year's  budget  proposal  we  have  taken  our  lead 
directly  from  the  President,  who  has  asked  for  a  shared  sacrifice  to  achieve  the 
combined  goals  of  deficit  reduction,  short-term  economic  stimulus,  and  long-term 
investment   in  the  economic  infrastructure.     We  choose  to  view  the  Medicare 
provisions  as  part  of  a  wide-ranging  set  of  spending  cuts  and  tax  increases 
designed  to  ensure  that  no  one  sector  of  the  economy  is  unfairly  singled-out.    We 
do  not  believe  that  health  care  or  health  care  providers  possess  a  special  status 
that  should  automatically   result  in  an  exemption  from  this  nation's  collective 
responsibility  to  ensure  its  future  economic  health. 

Having  said  this,  I  hasten  to  raise  the  Academy's  long-held  concern  about 
unjustifiably  low  Medicare  payments  for  primary  care  services.    Our  estimates 
suggest  that  Medicare  fees  for  office  visits,  which  are  the  services  most  frequently 
provided  by  family  physicians,  are  often  below  cost.    The  extent  to  which  the 
budget  proposal  might  push  fees  further  behind  costs  only  seizes  to  exacerbate   the 
problem.    Our  concern  is  moderated    to  a  degree  by  the  role  that  the  proposed 
Medicare  cuts  may  play  in  the  larger  health  system  reform  effort.    We  will 
reassess  our  position  on  the  proposed   Medicare  budget  after  the  Administration's 
health  system  reform  proposal  is  unveiled. 

As  noted  earlier,  the  President's  three-pronged    strategy  for  revitalizing  the 
American  economy  includes  a  package  of  investments  designed  to  bolster  the 
infrastructure    for  long-term  economic  growth.    Another  essential  aspect  of  the 
President's  economic  revitalization  program  is  reforming  the  American  health 
care  system  by  bringing  health  care  costs  under  control  and  ensuring  universal 
access  to  appropriate    health  care  services.   The  President  has  repeatedly 
demonstrated    his  clear  understanding    that  the  success  of  health  system  reform 
rests  on  a  substantial   upgrading  of  the  availability  of  primary  care  services. 
Indeed,  many  of  the  current  problems  in  the  American  health  care  system  can  be 
directly  attributed    to  the  decades  of  neglect  suffered  by  this  country's  primary  care 
infrastructure.    This  neglect  can  no  longer  be  sustained  if  every  American  is  to  be 
assured  access  to  appropriate    health  care  and  if  health  care  costs  are  no  longer  to 
constitute  an  ever-widening  drain  on  the  American  economy.    My  message  today 
is  a  simple  one.    As  you  consider  the  difficult  choices  presented   in  the 
Administration's   budget  proposal,  you  must  recognize,  as  the  President   has 
recognized,  that  rebuilding  of  the  primary  health  care  system  is  an  essential 
investment   in  the  economic  infrastructure   of  this  country. 

The  Clinton  Administration    has  adopted  an  approach  to  reducing  the  federal 
budget  deficit  that  is  noteworthy  in  two  important  aspects.    First,  the 
Administration    has  avoided  the  temptation    to  limit  its  FY94  proposal  to  budget 
cuts  and  has,  instead,  included  well-targeted  investments  in  the  economic 
infrastructure.     A  meaningful  reduction  in  the  deficit  can  probably  only  be 
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achieved  through  a  combination   of  budget  cuts  and  economic  growth.    We  believe 
the  long-term  investments  proposed  in  the  President's  budget  can  provide  a 
foundation   for  economic  growth  that  might  not  otherwise  occur. 

Second,  the  Administration    has  expressed  a  clear  intention  to  tailor  its  proposed 
cuts  in  the  Medicare  budget  to  be  consistent  with  its  vision  for  health  system 
reform.    In  this  regard  the  Administration    has  clearly  recognized  that  controlling 
health  care  costs  and  achieving  universal  access  will  require  a  substantial 
upgrading  of  the  primary  care  infrastructure.     Specifically,  this  will  require  a 
substantial   change  in  the  specialty  and  geographic  distribution   of  physicians. 
From  the  current  ratio  of  70  percent  specialists  to  30  percent  generalists  must  be 
achieved  an  equal  distribution  between  specialists  and  generalists.    Furthermore, 
the  geographic  distribution  of  physicians  must  more  closely  approximate   that  of 
the  general  population. 

Consistent  with  this  recognition,  the  Administration's  proposed  budget  includes 
several  provisions  that  appear  to  either  exempt  primary  care  services  from  budget 
cuts  or  reorient  existing  financial  incentives  to  encourage  the  greater  availability 
of  primary  care  services.   The  level  of  detail  regarding  the  Medicare  provisions  in 
the  proposed  budget  is  not  sufficient  to  fully  assess  their  eventual  impact.    The 
following  comments  on  a  few  specific  provisions  should  be  regarded  as 
preliminary  until  such  time  as  more  detailed  proposals  are  available  from  the 
Administration. 

Graduate  Medical  Education  Payments  -  The  analytic  basis  for  reducing  indirect 
medical  education  payments  stems  from  several  well-publicized  analyses 
suggesting  that  the  current  indirect  rate  exceeds  the  added  patient-care   costs 
associated  with  medical  education.    The  proposal  for  reforming  and  rationalizing 
direct  medical  education   payments  would  standardize   the  per-resident   amount 
based  on  the  average  annual  resident  salary,  weight  direct  payments  substantially 
in  favor  of  residents  in  the  generalist  specialties,  and  reduce  DME  payments  by 
setting  weights  below  a  budget-neutral    level. 

We  are  concerned  that  the  proposed  reductions  in  the  IME  payment  rate  may 
have  a  perverse  impact  on  generalist  residencies.    Faced  with  a  reduction  in  IME 
payments,  hospitals  are  likely  to  target  cut  backs  on  those  residency  programs  that 
bring  in  the  least  revenue,  which  tend  to  be  in  the  generalist  specialties. 

The  proposed  reweighting  of  direct  payments  would  set  an  important   precedent 
and  is  entirely  consistent  with  the  direction  of  health  system  reform.    However, 
the  Academy  believes  that  a  much  more  radical  reform  in  GME  payments  will  be 
necessary  to  correct  the  severe  specialty  and  geographic  maldistribution.     Despite 
the  fact  that  medical  care  is  increasingly  ambulatory  in  nature.  Medicare  GME 
payments  are  funneled  exclusively  through  hospitals  and  tend  to  more  richly 
reward  programs  training  the  procedural  and  surgical  subspecialties.    The 
Academy  believes  that  Medicare  GME  must  be  unleashed   from  its  exclusive  link 
to  inpatient   facilities.    Ambulatory  training  facilities  should  be  eligible  for  both 
direct  and  indirect  medical  education   payments.    These  changes  can  be 
accomplished   in  a  budget-neutral    manner.    However,  the  proposed   reduction   in 
GME  payments  will  make  the  necessary  changes  in  GME  funding  more  difficult 
to  achieve.    As  long  as  the  overwhelming  majority  of  Medicare  GME  dollars  flows 
to  hospitals  there  is  little  reason  to  expect  any  significant  change  in  graduate 
medical  training. 

Physician  Fee  Update  -  The  Academy  believes  the  exemption  of  primary  care 
services  from  the  proposed  reductions  in  the  1994  fee  update  to  be  consistent  with 
the  intent  of  the  Medicare  fee  schedule  and  with  the  policy  of  promoting  primary 
care.    It  is  our  understanding    that  a  moderation    in  the  growth  in  the  volume  of 
Medicare  physician  services  in  1992  will  result  in  a  higher  update  in  1994  than  has 
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occurred  in  recent  years.   We  are  concerned  that  the  proposed  reduction  in  the 
update  will  violate  an  agreement  established   with  Medicare  physician  payment 
reform.    As  noted  above,  our  concern  is  moderated    to  the  degree  that  the 
proposed  reduction  may  be  linked  to  the  larger  health  system  reform  effort. 

Medicare  Volume  Performance  Standard  -  The  Academy  is  concerned   that  the 
proposal  to  lower  the  floor  in  the  MVPS  default  formula  will  have  an  unintended 
and  perverse  impact  on  primary  care  services.   The  current  crude  categorization 
of  physician  services  into  surgical  and  non-surgical  groups  places  visit  services, 
which  are  those  most  often  provided  by  family  physicians  and  which  have 
experienced  only  moderate   volume  growth,  with  diagnostic  and  treatment 
procedures,   which  have  undergone   the  most  rapid  growth  in  volume.    For  the 
purposes  of  the  MVPS,  we  believe  an  additional   category  of  physician  services 
should  be  established    for  visits.   The  creation  of  an  additional   visit  category  will 
protect  primary  care  services  from  a  recurrence  of  the  unjustifiably  low  update 
received  for  1993. 

Resource-based  Practice  Expense  Phase-in  -  The  Academy  has  long  supported   the 
resource-based    practice  expense  payment  method  developed  by  the  Physician 
Payment  Review  Commission,  which  would  correct  an  egregious  inequity  in 
practice  cost  reimbursement.     The  current  method  of  calculating  practice  expense 
payments  relies  on  historic  costs  and  incorporates   traditional  inequities  that 
physician  payment  reform  was  intended  to  correct.    Inadequate    Medicare  practice 
expense  payments  for  office-based  visit  services  has  had  a  chilling  effect  on  the 
willingness  of  family  physicians  to  take  on  new  Medicare  patients. 

While  we  appreciate   the  Administration's  tacit  support  of  the  PPRC  proposal,  it  is 
important  to  note  that  PPRC  called  for  a  budget-neutral    implementation,    whereby 
payments  for  overvalued  services  would  gradually  decrease  while  simultaneously 
increasing  payments  for  those  practice  expenses  that  are  currently  undervalued. 
The  Administration's  proposal   would  establish  an  interim  step  toward  a  resource- 
based  method  by  immediately  reducing  practice  expense  payments  that  are 
deemed  to  be  overvalued  but  delaying  any  increase  in  payments  for  undervalued 
services.    We  are  concerned  that  this  asymmetric  phase-in  will  undermine   the 
intent  of  the  PPRC  proposal  by  eliminating  the  funds  available  for  eventually 
increasing  payments  for  currently  undervalued   practice  expenses.    We  urge  the 
Subcommittee   to  carefully  consider  the  perverse  long-run  impact  that  this 
provision  would  have  on  establishing  a  resource-based   practice  expense 
component  to  the  Medicare  physician  fee  schedule. 

Payments  for  Clinical  Laboratory  Services  -  We  believe  the  proposal  to  reduce 
payment  for  clinical  office  laboratory  services  to  be  unjustified  in  view  of  the 
onerous  administrative  burden  imposed  on  physician  office  laboratories   by  the 
regulations  implementing   the  Clinical  Laboratories   Improvement   Act  of  1988.  In 
our  opinion  the  CLIA  regulations  fail  to  faithfully  implement  the  intent  of  the  act, 
bear  no  demonstrable    relationship  to  quality,  have  substantially  increased 
monetary  and  non-monetary   costs  for  both  patients  and  physicians,  and  have  had 
a  negative  impact  on  access  to  appropriate    laboratory  services.    The  proposal  to 
reduce  payments  for  laboratory  services  will  further  exacerbate  access  problems. 
We  will  examine  the  Administration's  health  system  reform  proposal  for  evidence 
of  outcome-based    regulations   that  will  supplant  the  unjustified  and  overly 
burdensome  process-based   regulations  epitomized  by  CLIA-88. 

It  has  been  my  privilege  to  address  these  important   issues  today.    On  behalf  of 
the  Academy,  please  accept  my  sincere  offer  to  assist  the  Committee   in  any  way 
possible  in  its  deliberations    related  to  the  Medicare  budget  and  the  larger  issue  of 
health  system  reform. 
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Chairman  Stark.  Thank  you,  doctor. 
Dr.  Stanley. 

STATEMENT  OF  RUFUS  F.  STANLEY,  JR^  MJ).,  CHAIRMAN, 
COMMFTTEE  ON  HEALTH  CARE  FINANCING,  AMERICAN 
ACADEMY  OF  ORTHOPAEDIC  SURGEONS 

Dr.  Stanley.  Mr.  Chairman  and  members  of  the  subcommittee, 
thank  you  very  much  for  letting  us  be  here. 

My  name  is  Rufus  Stanley,  and  I  am  a  practicing  orthopedist  in 
Houston.  I  am  here  today  on  behalf  of  the  American  Academy  of 
Orthopaedic  Surgeons,  whose  membership  includes  almost  all  of 
the  board-certified  orthopedic  surgeons  in  this  country.  The  com- 
mittee has  our  prepared  testimony  and  I  will  summarize. 

Our  academy  is  heavily  involved  in  developing  and  promulgating 
cost  reduction  measures  for  the  delivery  of  musculoskeletal  care. 
We  know  the  problem  and  we  intend  to  help.  We  would  like  to 
share  with  you  today  a  summary  of  our  thoughts  about  practice 
costs,  assistants  at  surgery  and  ownership  referral. 

Mr.  Chairman,  I  cannot  overemphasize  to  you  our  concern  re- 
garding the  administration's  supposed  desire  precipitously  to  enact, 
through  accounting  devices,  steep  reductions  in  the  practice  cost 
factor  of  the  resource  based  relative  value  scale  for  Medicare. 

Perhaps  the  degree  of  our  concern  is  illustrated  in  part  by  a 
meeting  we  are  hosting  today  in  this  city  of  representatives  of 
about  15  medical  societies  to  better  understand  the  intricacies  of 
these  proposed  reductions  and  their  potential  impact  on  the  care  of 
the  Medicare  patient. 

As  we  have  expressed  to  the  Physician  Payment  Review  Commis- 
sion, we  have  serious  reservations  regarding  whether  the  meth- 
odologies used  to  recalculate  practice  costs  are,  indeed,  capturing 
the  cost  of  doing  business,  especially  in  the  so-called  procedural 
areas  and  in  the  small  group  and  in  tne  rural  practices. 

We  ardently  agree  with  the  PPRC  in  their  recent  recommenda- 
tion that  more  data  be  gathered  and  analyzed  further,  before  such 
drastic  reductions  be  implemented.  We  believe  stronglv  in  main- 
taining practice  efficiently  and  recognizing,  and  indeed  inventing 
sources  of  overhead  reduction  in  medicine  and  surgery. 

But,  Mr.  Chairman,  in  order  to  provide  our  Medicare  patients 
with  continuing  access  to  musculoskeletal  care,  we  have  to  keep 
the  doors  open.  Don't  convert  practice  costs  to  a  resource  base  and 
don't  arbitrarily  impose  large  reductions  for  budget  reasons  until 
we  know  what  the  numbers  are  and  what  their  impact  will  be. 

On  another  issue:  viewed  from  the  perspective  of  providing  our 
Medicare  patients  with  the  most  cost-effective  care  available  in  the 
system,  deleting  specific  payment  for  surgical  assistants  across  the 
board  in  our  mind  is  wrong-minded. 

In  orthopedics,  as  in  all  other  areas  of  surgery,  incentives  should 
be  directed  toward  provision  of  the  most  fully  trained  and  qualified 
assistants  obtainable,  be  it  for  stabilization,  for  example,  of  a  frac- 
tured spine  to  prevent  paralysis,  the  removal  of  a  large  and  threat- 
ening bone  tumor  or  whatever. 

While  a  glimmer  of  consolation  perhaps  could  be  realized  from 
the  proposed  policy  exemption  of  "particularly  difficult  cases,"  we 
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have  learned  from  experience,  frankly,  that  it  can  be  particularly 
difficult  to  aCTee  with  payers  about  what  is  particularly  difficult. 

So,  Mr.  Cnairman,  deleting  assistants  payment  further  penal- 
izes— actually  by  about  16  percent — ^the  performance  of  difficult 
work  in  procedures  posing  more  risk  to  the  Medicare  patient.  Re- 
source based  philosophy,  and  indeed  we  think  common  sense,  dic- 
tate that  more  difficult  and  intricate  activity  be  rewarded  and  not 
penalized. 

Finally,  Mr.  Chairman,  we  agree  with  you  wholeheartedly  that 
"turning  a  physician's  decision  to  refer  a  patient  into  a  marketable 
commodity"  is  bad  medicine,  within  or  without  the  context  of  cost 
control. 

Further,  we  thank  you  for  using  the  very  good  judgment  of  con- 
tinuing in  H.R.  345  the  exemption  of  so-called  in-house  services 
such  as  office  x  ray.  In  orthopedics,  as  we  believe  you  very  well 
know,  an  x  ray  check,  for  example,  is  an  integral  part  of  proper 
fracture  treatment. 

Thank  you  again  for  letting  us  be  here.  I  would  be  happy  to  try 
to  answer  questions. 

[The  prepared  statement  follows:] 
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TESTIMONY  OF  RUFUS  F.  STANLEY,  JR.,  M.D. 
American  Academy  of  Orthopaedic  Surgery 

Mr.  Chairman  and  members  of  the  subcommittee,  I  am  Rufus  F.  Stanley,  Jr.,  a 
board-certified  practicing  orthopaedist  from  Houston,  Texas  and  past 
chairman  of  the  Committee  on  Health  Care  Financing  of  the  American 
Academy  of  Orthopaedic  Surgeons. 

On  behalf  of  the  14,000  fellows  of  the  Academy,  thank  you  for  the  opportunity 
to  present  testimony  on  the  Medicare  Part  B  Budget  Proposal.  Let  me  begin  by 
stating  that  we  appreciate  the  tremendous  pressure  that  you,  and  the  new 
Administration,  are  under  to  get  a  handle  on  federal  spending.  It  is  a  concern 
that  all  of  us  must  share. 

We  would  respectfully  submit  to  you,  however,  that  even  though  we  cannot 
afford  this  mounting  Federal  deficit,  we  also  cannot  afford  to  reduce  it  with 
the  arbitrarily,  hastily  conceived  health  care  approaches  proposed  by  the  Office 
of  Management  and  Budget.  Our  first  priority  must  always  be  to  act  in  the  best 
interest  of  the  patient. 

During  the  last  few  months  health  care  professionals  have  expected  from  the 
Clinton  Administration  a  comprehensive,  innovative  approach  to  health 
care  reform.  Instead,  this  budget  proposal  represents  the  same  old  budgetary 
cuts  which  we  have  seen  in  the  past. 

The  Congress  should  not  attempt  to  micro-manage  the  Medicare  program, 
and  should  not  constantly  change  the  rules  of  the  game,  continually  "pulling 
the  rug"  out  from  under  certain  health  care  professionals.  These  constant 
disruptions,  changes,  and  tinkering  with  the  Medicare  program  have  only 
served  to  disrupt  the  delivery  of  health  care  services,  and  to  adversely  affect 
the  quality  of  care. 

Transition  to  the  new  Medicare  payment  system  began  only  fourteen  months 
ago,  representing  the  most  dramatic  change  in  the  way  physicians  are 
reimbursed  in  the  history  of  the  program.  Member  of  this  subcommittee  will 
recall  the  monumental  effort  undertaken  by  the  medical  profession  and  the 
federal  government  to  develop  this  new  payment  system.  Medicare  volume 
performance  standards  and,  especially,  the  Medicare  fee  schedule  took  years  to 
develop.  The  fee  schedule  is  still  in  a  delicate  transitional  phase.  We  believe 
the  Administration's  budget  proposal,  if  implemented,  would  undermine  the 
goals  of  Medicare  payment  reform.  It  would  also  place  an  undue  burden  on 
surgeons  in  caring  for  Medicare  patients. 

In  our  testimony,  we  wish  to  discuss  the  follov^ring  issues: 

1.  Calculating  the  RBRVS  Practice  Expense  Component 

2.  Single  Fee  for  Surgery 

3.  Physician  Ownership  and  Referral 

Calculating  the  RBRVS  Practice  Expense  Component 

We  cannot  over-emphasize  our  concern  about  the  proposal  to  change  the 
calculation  of  the  RBRVS  practice  expense  component.  This  issue  is  so 
important  that  while  this  heaiing  is  taking  place  today,  representatives  of 
several  surgical  specialties  are  meeting,  at  a  gathering  sponsored  by  the 
American  Academy  of  Orthopaedic  Surgeons  in  Washington,  D.C.,  to  more 
fully  study  the  adverse  implications  of  this  proposal. 
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We  strongly  urge  that  the  current  method  for  calculating  practice  expenses 
under  the  RBRVS  be  maintained  umtil  a  resource-based  approach,  with 
adequate  support  data,  has  been  developed.  We  believe  that  the  Physician 
Payment  Review  Commission  approach  being  considered  is  only  under 
development  at  this  time  and  contains  many  unresolved  issues.  By  the 
PPRC's  own  admission,  it  should  not  be  phased-in  begirming  next  year. 

We  have  the  following  concerns  about  the  methodology: 

•  One,  that  the  methodology,  which  attempts  to  allocate  cost  between 
direct  and  indirect  categories,  may  not  compensate  the  surgeon  for  the 
reasonable  practice  expenses  that  are  incurred  in  treating  Medicare 
patients.  We  are  particularly  concerned  about  the  individual  who  is  in 
solo  practice  or  is  part  of  a  small  group  practice.  We  are  concerned  that 
neither  of  these  practice  models  may  have  a  sufficient  patient 
population  to  experience  the  "right"  case  mix  to  fully  recover  practice 
expenses. 

•  Two,  we  are  concerned  about  the  assumption  that  "most  direct  costs  are 
only  incurred  for  services  provided  in  the  physician's  office."  Direct 
cost  is  defined  by  the  PPRC  as  including  "clinical  staff  salaries,  a  share 
of  office  staff  salaries,  medical  suppUes,  and  medical  equipment."  A 
review  of  orthopaedic  practices  reveals  that  a  significant  portion  of 
clinical  (nursing)  staff  time  is  directly  related  to  hands-on  patient  care 
in  the  hospital — such  as,  bedside  assistance,  as  well  as  in  the  pre-  and 
postoperative  phase  of  care.  Additional  services  provided  by  the 
clinical  personnel  are  listed  in  the  attached  addendum. 

•  Three,  surgeons  are  compensated  imder  the  RBRVS  on  a  "global  fee" 
basis.  This  global  fee  includes  pre-,  intra-,  and  postoperative  services. 
We  are  not  sure  if  this  concept  is  recognized  and  adequately  provided 
for  in  the  PPRC  methodology. 

•  Four,  the  PPRC  has  stated  that  preliminary  estimates  suggest  that  the 
institution  of  this  accounting  principle  will  reduce  total  payments  for 
surgical  procedures  by  at  least  25  percent.  This  seems  to  be  particularly 
high  and  very  damaging  to  surgical  practices.  However,  one  can 
understand  that  this  result  could  occur  if  the  "accountants"  and  the 
PPRC  fail  to  recognize  how  personnel  are  used  in  surgical  practice, 
thereby  placing  them  in  the  wrong  "cost"  category.  We  do  not  view 
accounting  as  a  precise  science;  thus,  if  the  assumptions  are  incorrect 
from  the  start  then  the  results  will  be  distorted  and  damaging  not  only 
to  the  surgeons  but  to  access  for  all  Medicare  patients. 

We  urge  the  Subcommittee  to  take  into  account  the  followring  questions  as  it 
pursues  this  accounting  principle: 

1.  How  will  this  methodology  affect  the  Medicare/ non-Medicare  case  mix 
of  surgeons  who  are  already  experiencing  drastic  fee  reductions  for  the 
particular  surgical  services  they  perform? 

2.  How  will  the  methodology  affect  solo  and  small-group  practices,  many 
of  which  are  located  outside  of  major  metropolitan  areas?  (These 
practices  are  likely  to  have  a  significantly  different  mix  of  practice 
expenses  compared  to  large  group  practices.) 
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3.  How  will  the  methodology  affect  the  surgeon's  ability  to  maintain  the 
infrastructure  of  his  or  her  practice?  Would  surgeons  be  more  or  less 
likely  to  reinvest  in  their  practices? 

4.  Will  the  study  of  direct  costs  associated  with  a  procedure  be  of  sufficient 
detail  and  structure  to  capture  the  "true"  cost  of  providing  that  service? 

5.  How  will  the  implementation  of  this  accounting  concept  advance 
the  objectives  of  the  Congress  to  improve  access  and  to  provide 
affordable  health  care  to  Medicare  patients? 

We  urge  you  to  carefully  examine  prospectively  the  impact  of  any  further 
changes  to  the  recently  instituted  Medicare  Fee  Schedule.  More  than  ever 
before,  this  type  of  analysis  has  to  be  an  important  component  in  determining 
payment  approaches,  regardless  of  how  sound  they  seem  from  an  accounting 
perspective  prior  to  any  thought  of  implementation. 

Single  Fee  for  Surgery 

The  vast  majority  of  surgeons  use  assistants  at  surgery  because  it  is  in  the  best 
interest  of  the  patient — and  this  should  be  the  only  criterion  for  their  use,  not 
cost  savings.  When  needed,  assistants  at  surgery  are  vital  to  the  successful 
outcome  of  an  operation.  We  believe  that  the  Administration's  proposal 
sends  a  strong  message  that  Medicare  patients  are  not  entitled  to  quality  care 
when  the  circumstances  call  for  surgical  assistance.  Even  though  the  proposal 
would  allow  for  assistants  in  "particularly  difficult  cases,"  it  is  unclear  what 
this  means,  since  assistants  are  needed  when  they  are  needed — not  just  in 
difficult  cases. 

As  the  Subcommittee  members  are  aware,  payment  levels  for  physicians  who 
serve  as  assistants  at  surgery  have  already  been  reduced  from  20  to  16  percent 
of  the  fee,  with  associated  reductions  for  non-MD  assistants.  Assistants  do  not 
receive  any  payment  for  procedures  where  Part  B  claims  for  them  are  filed  in 
less  than  five  percent  of  the  cases. 

The  Administration's  "shot  gun"  approach  would  only  lead  to  quality  care 
disincentives,  and  the  Academy  urges  the  Congress  to  reject  it.  Instead,  we 
support  the  position  taken  by  the  PPRC.  We  believe  that  to  reduce 
overutilization  of  assistants,  physician  profiling  and  educational  approaches 
should  be  implemented. 

Physician  Ownership  and  Referral 

The  Academy  recognizes  the  importance  of  addressing  the  issue  of  physician 
owmership  and  self-referral,  and  we  commend  the  Chairman's  efforts  to 
respond  to  this  matter.  Like  you,  we  believe  that  self-referral  solely  for 
financial  benefits  is  unethical.  But,  it  must  be  noted  that  in  most  instances 
physician  ovkOiership  arrangements  do  not  result  in  inappropriate  utilization. 
Often,  they  improve  quality  of  care,  enhance  patient  convenience,  and  may 
actually  reduce  costs.  However,  we  appreciate  your  recognition  of  the 
exemption  for  in-office  services.  Effective  patient  care  dictates  that  certain 
related  health  procedures  be  performed  in  the  orthopaedic  surgeon's  own 
office.  To  provide  essential  orthopaedic  care,  physical  therapists  often  are 
employed  on  the  premises. 
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In  a  matter  related  to  physician  referral,  treatment  of  musculoskeletal 
disorders  is  predicated  in  large  part  upon  the  correct  interpretation  of  x-rays. 
Orthopaedic  surgeons  are  highly  trained  in  this  skill.  Good  patient  care 
dictates  that  x-rays  be  taken  and  interpreted  efficiently  and  in  a  timely 
manner.  Patients  with  musculoskeletal  complaints,  especially  those  with 
limited  mobility,  should  not  be  made  to  suffer  more  by  having  to  travel  to 
other  facilities  for  x-rays,  wait  for  their  x-rays  to  be  taken  and  interpreted  by  a 
radiologist,  and  then  wait  for  their  x-rays  to  be  sent  to  the  orthopaedist  for  his 
or  her  interpretation.  The  Admiiustration's  proposal  to  ban  all  self-referral, 
thereby  eliminating  the  orthopaedist  in-office  x-ray,  would  produce  just  such 
delays,  inefficiency,  increased  cost  and  suffering  to  Medicare  patients. 

Conclusion 

In  conclusion,  we  recommend  that  the  Congress  maintain  the  current 
approach  to  calculating  practice  expenses  under  the  RBRVS  until  a  sound 
methodology,  with  adequate  supporting  data,  is  available.  We  recommend 
that  assistants-at-surgery  continue  to  receive  a  separate  payment  for  their 
services,  without  reducing  the  primary  surgeon's  fee  as  the  Administration 
proposes.  And,  we  urge  the  Congress  to  modify  the  Admiiustration's  proposal 
concerning  physician  ownership  and  referral,  as  to  not  jeopardize  quality  of 
patient  care. 

Mr.  Chairman,  we  recognize  the  difficult  policy  considerations  which  must  be 
faced  when  addressing  the  financing  of  health  care  coverage  under  the 
Medicare  program.  The  American  Academy  of  Orthopaedic  Surgeons  stands 
ready  to  assist  your  Subcommittee  in  developing  legislation  to  improve  the 
cost-effectiveness  and  quality  of  health  care  in  our  country,  and  we  thank  you 
for  the  opportunity  to  participate  in  this  hearing. 

Chairman  Stark.  Thank  you,  Dr.  Stanley. 

You  have  all  presented  vour  testimony.  I  am  sorry  that  some  of 
our  colleagues  miss  us  and  they  want  us  to  come  over  and  vote  fre- 
quently, and  it  disrupts  our  proceedings  somewhat. 

I  just  have  one  comment  I  made  for  the  record  when  I  addressed 
many  of  your  colleagues  yesterday.  I  appreciate  the  willingness  of 
the  physician  community  to  participate  with  us  in  what  is  not 
going  to  be  an  easy  legislative  exercise.  I  hope  that  this  initial  offer 
of  participation  extends  for  the  duration. 

There  is  always  the  chance  that  any  of  us,  the  Congress,  the  phy- 
sician community,  the  hospitals  can  just  walk  out,  and  I  don't  know 
what  happens  then.  That  could  end  the  procedure  or  it  could  lead 
to  less  effective  health  reform. 

The  Chair  has  been  committed  to  try  and  keep  faith  with  those 
tenuous  bargains  that  were  struck  in  our  reimbursement  program, 
and  insofar  as  I  am  able  to  encourage  my  colleagues  to  do  so,  I 
think  it  is  important  that  we  do.  I  think  this  committee  has  tried 
to  bail  out  some  mistaken  directions  on  EKG  reimbursement. 
Whether  or  not  we  thought  that  was  right  or  fair,  it  was  a  deal. 

I  think  we  have  said  repeatedly  to  the  leadership  of  your  various 
associations  that  we  will  keep  a  deal,  but  the  day  will  come  when 
we  will  have  to  be  suggesting  to  you  perhaps  more  serious  cuts, 
and  that  is  never  fun.  This  may  be  the  year  we  have  to  do  that, 
and  I  hope  we  can  continue  to  negotiate  those  cuts  in  the  best  and 
most  open  way  we  can.  We  all  wish  the  economy  were  better  and 
we  haa  more  money  to  take  care  of  the  uninsured,  but  the  fact  is 
we  do  not. 

There  is  some  tendency,  as  we  do  in  tax  writing,  to  say  don't  cut 
me,  don't  cut  him,  cut  tne  man  behind  the  tree.  So  the  hospitals 
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in  some  prepared  testimony,  it  was  suggested  that  maybe  we 
should  cut  them  a  little  more. 

All  I  can  say  is,  as  we  have  glanced  at  the  President's  initial  pro- 
posal, there  seems  to  be  some  fairness  or  some  relationship  to  pre- 
vious expenditures,  and  so  I  would  like  to  think  that  initially  we 
haven't  singled  out,  with  the  exception  in  the  President's  proposal 
those  particular  procedures  which  were  identified  for  one  reason  or 
another  as  being  overpriced. 

That  is  the  only  comment,  but  I  now  want  to  ask  a  question  or 
two.  First  of  all,  I  want  to  make  sure  that  my  universe  is  statis- 
tically solid.  Are  there  any  of  you  who  were  not  in  practice  in  the 
early  1970's,  when  we  had  the  Nixon  price  freeze?  You  were  all  in 
there  taking  care  of  your  patients  in  1971-72,  so  you  all  partici- 
pated in  that,  is  that  correct? 

Dr.  Seward.  Yes,  sir. 

Dr.  Tudor.  I  was  operating  a  teaching  program  and  was  not  de- 
pendent on  practice  income. 

Chairman  Stark.  But  you  went  to  the  locker  room  and  talked 
with  the  gang?  You  knew  how  they  felt  about  it. 

Dr.  Tudor.  I  had  to  collect  fee-for-service,  also. 

Chairman  Stark.  I  think  this  is  going  to  be  a  realistic  choice.  I 
have  no  inside  information,  and  I  understand  you  are  now  going  to 
the  White  House  five  times  as  a  g^roup  of  physicians  between  now 
and  May.  Let  me  know  what  you  find  out.  [Laughter.] 

But  what  the  reporters  are  telling  me  is  there  are  three  choices 
for  how  we  are  going  to  control  costs;  control  insurance  premiums, 
use  cost  controls  similar  to  the  Medicare  system,  or  do  a  price 
fireeze. 

The  insurance  proposal  I  would  submit  to  you  is  not  likely,  be- 
cause it  will  not  be  scored.  Whether  we  take  it  off  the  table  or  they 
take  it  off  the  table,  there  will  be  no  budget  savings  that  they  can 
add  up.  So  I  am  not  being  arbitrary  when  I  say  it  won't  work,  I 
am  just  saying  that  empirically  it  cannot. 

Would  you  mind  just  telling  me,  if  vou  had  your  choice  between 
extending  to  your  entire  practice  ana  to  your  colleagues — I  won't 
say  that  this  is  a  vote  of  your  association — but  if  your  choice  were 
the  cost  controls  under  the  current  Medicare  procedures,  not  nec- 
essarily at  Medicare  rates,  or  the  freeze  under  the  basis  as  you 
could  remember  as  we  had  in  the  early  1970's,  which  poison  would 
you  pick?  How  many  would  pick  the  cost  control?  One. 

How  many  would  pick  the  price  freeze?  One.  [Laughter.] 

Well,  so  much  for  negotiation.  Dr.  Seward. 

Dr.  Seward.  Baruba — a  Hobson's  choice.  [Laughter.] 

Chairman  Stark.  I  hope  that  if  you  are  not  unwilling  to  let  the 
record  show  that  there  were  four  abstentions  and  one  for  cost  con- 
trols and  one  for  price  freeze. 

The  next  question  I  have  is  that  there  has  been  much  discussion 
in  the  area  of  managed  competition,  but  how  would  all  of  you  feel 
if,  in  the  end  result  of  our  health  reform,  in  whatever  organizations 
were  authorized  to  bid  on  behalf  of  consumers  for  medical  care,  you 
would  all  be  restricted  to  one  program  or  one  plan  in  your  area? 
In  other  words,  those  of  you  who  are  specialists  would  not  be  able 
to  sign  up  to  serve  two  HMO's. 
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CBO  has  indicated  in  its  testimony  that  the  only  conceivable  way 
we  would  get  any  cost  savings  out  of  a  managed  competition  is  if 
we  restricted  physicians,  and  particularly  the  specialties,  to  a  plan, 
so  that  you  couldn't  be  on  several  boards.  Would  that  be  acceptable 
to  all  of  you? 

Dr.  Seward.  No. 

Chairman  Stark.  Anybody  to  whom  it  would  be  acceptable? 

Dr.  Scott.  It  might  be  acceptable. 

Chairman  Stark.  It  might  be  acceptable  in  primary  care. 

Dr.  Scott.  Yes. 

Chairman  Stark.  Now,  the  real  kicker  is  there  are  those  in  the 
managed  competition  arena  who  would  tell  you  that  basically  it 
can't  work  unless  all  of  you  are  willing  to  take  patients  on  a  capita- 
tion basis.  Now,  would  that  be  a  good  plan  and  would  you  all  be 
willing  to  accept  that.  Would  you  be  willing  to  accept  patients  or 
accept  a  plan  that  said  you  must  have  capitation  contracts?  As- 
sume there  were  bonuses  in  it,  but  no  outstanding  huge  personal 
liability  risks. 

Dr.  Tudor. 

Dr.  Tudor.  That  is  a  hard  question  to  answer,  because  we  don't 
know  what  the  capitation  payment  is  or  what  the  population  is 
that  you  are  serving.  I  think  that  really  relates  to  the  accountable 
health  plan  developing  its  own  management  system  that  fits  its 
market  and  service  area. 

Capitating  at  the  level  of  the  plan  is  one  thing,  because  it 
spreads  the  risk.  But  capitating  at  the  level  of  the  individual  pro- 
vider may  result  in  adverse  selection,  and  I  may  end  up  with  a  lot 
of  sick  Medicare  nursing  home  patients  who  require  more  time.  It 
would  take  years  to  adjust  for  that. 

Chairman  Stark.  That  is  exactly  why  I  think  you  would  be  lim- 
ited to  one  plan.  I  think  that  was  the  idea,  to  prevent  the  other 
side  of  adverse  selection. 

Dr.  Tudor.  Well,  if  I  am  limited  to  one  plan,  I  am  more  or  less 
an  employee  entirely  at  the  plan's  bidding.  I  have  no  options,  no 
negotiating  power  at  all,  and  unless  I  can  form  an  association  of 
physicians  that  really  has  equal  negotiating  power  with  them,  I 
have  no  leg  to  stand  on. 

But  with  multiple  plans,  I  can  choose  the  one  that  treats  me 
best,  treats  my  patients  best,  treats  the  economy  best,  and  I  would 
not  have  to  be  stuck  in  one  place. 

Dr.  Block.  It  also  would  allow  the  patient  a  choice.  That  is  basic 
to  our  understanding  of  this,  that  patients  must  have  freedom  of 
choice  of  their  physicians. 

Mr.  McDermott.  Mr.  Chairman,  would  you  yield? 

Chairman  Stark.  I  would  be  happy  to. 

Mr.  McDermott.  I  want  to  follow  up  with  a  question  to  Dr. 
Tudor.  Why  would  you  want  a  situation  where  you  could  join  three 
or  four  or  five  different  plans,  as  opposed  to  getting  the  State  medi- 
cal association  or  the  State  specialty  association  to  negotiate  for 
you?  In  other  words,  why  not  negotiate  with  one  voice,  all  of  you 
together?  Why  would  you  rather  stand  on  your  own  two  feet?  Wriat 
is  the  advantage  to  you? 

Dr.  Tudor.  Well,  there  are  two  or  three  problems.  One  is  that 
at  present  we  do  not  have  the  right  to  negotiate  as  an  IPA  or  as 
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a  medical  association  with  a  plan.  There  is  an  antitrust  problem 
and  we  would  have  to  have  some  relief  from  that. 

If  there  were  multiple  plans,  how  is  a  the  medical  association 
going  to  negotiate  for  a  pool  of  all  doctors  with  plans  that  have  dif- 
ferent management  systems?  I  need  to  negotiate  with  the  plan  that 
I  am  signed  up  with  or,  maybe,  in  the  spirit  competition,  play  one 
plan  off  another.  I  could  say  "I  like  your  way  of  doing  business  bet- 
ter," or  alternatively,  "  why  don't  we  improve  on  the  situation?"  I 
don't  think  we  can  just  put  all  doctors  together  and  all  consumers 
together  and  expect  anything  to  come  out  of  it. 

Mr.  McDermott.  So  you  figure  you  will  negotiate  a  better  deal 
on  an  individual  basis  tnan  you  would  bargaining  collectively  as  all 
the  general  practitioners  or  all  the  ophthalmologists  or  whatever? 

Dr.  Tudor.  I  can't  visualize  all  collectively  negotiating  with  dif- 
ferent plans.  People  participating  in  one  plan,  negotiate  with  that 
plan.  But  in  going  to  the  medical  association  and  having  it  nego- 
tiate for  me  with  everybody,  I  think  I  might  find  that  my  fee  sched- 
ule is  being  delayed,  because  other  people  benefited  from  that 
delay. 

Chairman  Stark.  Dr.  Block,  you  started  to  suggest  that  it  was 
critical  in  your  acceptance  of  this  that  there  be  the  ability  of  indi- 
viduals to  select  their  physician  and,  if  they  choose,  I  presume,  se- 
lect a  fee-for-service  alternative.  Is  that  your  statement? 

Dr.  Block.  Yes,  sir. 

Chairman  Stark.  Would  you  consider  a  plan  in  which  somebody 
selecting  an  individual  physician  on  a  fee-for-service  basis  had  to 
pay  a  penalty  like  increased  income  tax  or  a  higher  premium  to  do 
that?  Would  you  consider  that  free  choice? 

Dr.  Block.  Yes,  I  would.  It  is  a  modification  of  free  choice,  but 
it  is  a  model  that  has  been  used  around  the  world  and  successfully. 
If  the  alternative  is  not  having  free  choice,  I  would  certainly  have 
some  type  of  an  up-front  payment  that  would  allow  that  free  choice 
for  those  who  would  elect  it  or  who  could  afford  it. 

The  other  problem  with  these  multiple  groups  that  we  are  talk- 
ing to  Dr.  Tudor  about  is  that,  to  date,  I  don't  know  any  HMO  that 
has  not  been  selective  in  its  membership.  So  the  ones  that  you 
would  be  negotiating  with  could  be  entirely  different  panels  of 
HMO's.  To  have  one  group  as  a  perfect  HMO  model  has  not  yet  ex- 
isted. 

Chairman  Stark.  If,  as  you  suggest,  having  to  pay  extra  taxes 
on  the  benefits  or  having  to  pay  a  higher  out-of-pocket  fee  to  join 
a  fee-for-service  plan  as  opposed  to  an  HMO,  aren't  you  effectively 
denying  fee-for-service  options  to  low-income  and  impoverished  peo- 
ple under  that  program? 

Dr.  Block.  I  would  think  that  a  provision  should  be  built  in  that, 
for  those  who  could  afford  it,  that  option  exists.  For  those  who 
could  not  afford  it,  the  option  still  exists  with  no  cost.  Afler  all,  we 
are  seeing  patients  in  every  specialty  now  who  are  indigent,  who 
come  from  a  long  way  away.  We  are  taking  care  of  them  gratis — 
and  that  has  been  the  tradition  of  American  surgery  and  it  will 
continue,  hopefully. 

Chairman  Stark.  So  what  you  are  suggesting  is  that  it  would 
not  be  proper  to  basically  force  a  two-tier  system  based  on 
economic 
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Dr.  Block.  A  two-tier  system  would  be  appropriate,  but  have  the 
ability  for  all  patients,  whatever  their  economic  circumstances,  to 
select  the  physician  they  wish  to  take  care  of  them.  Or,  if  tney 
were  unhappy  with  the  care  that  they  were  receiving,  to  get  an- 
other opinion  or  another  treatment  outside  of  the  system.  I  think 
that  is  extremely  important  for  the  quality  of  care  in  our  system. 

Chairman  Stark.  In  other  words,  your  feeling  is  that  if  you  were 
in  a  system  in  the  District  of  Columbia,  that  no  resident  of  the  Dis- 
trict of  Columbia  should  be  denied  the  option  of  going  to  Johns 
Hopkins? 

Dr.  Block.  If  I  want  to  go  to  Johns  Hopkins  or  the  Mayo  Clinic 
or  New  York 

Chairman  Stark.  Palo  Alto,  Jackson  Hole. 

Dr.  Block.  I  would  suggest  even  the  University  of  Chicago. 

Chairman  Stark.  I  agree  with  you. 

Dr.  McDermott. 

Mr.  McDermott.  Thank  you,  Mr.  Chairman. 

I  want  to  do  a  little  philosophy  here  with  you  that  is  related  to 
this  whole  business,  and  I  will  ask  you  to  accept  a  basic  premise, 
and  then  if  you  do  not  agree  with  that  premise,  you  can  argue  the 
premise. 

The  basic  premise  is  that  American  medicine  has  more  special- 
ists than  they  need,  as  opposed  to  the  rest  of  the  world.  The  num- 
bers are  almost  exactly  reversed  in  every  other  system.  When  you 
try  to  control  costs,  you  try  and  get  more  primary  care  people  into 
the  system. 

If  you  accept  that  basic  premise,  what  incentive  can  you  think 
of  besides  money  to  change  the  way  medical  students  choose  their 
residencies  or  cnoose  their  practice?  I  give  you  one  fact,  that  in 
1989,  23  percent  of  medical  students  were  choosing  family  practice, 
and  today  it  is  down  to  19  percent.  So  the  numbers  are  not  going 
up,  the  numbers  are  going  down.  Everybody  is  going  into  special- 
ties. I  assert  that  it  is  probably  on  the  basis  of  paying  off  debts, 
as  much  as  anything,  but  there  may  be  other  reasons. 

How  are  we,  as  policymakers,  goin^^  to  get  to  a  place  where  we 
have  50-50  family  practitioners  or  primary  care  physicians  to  spe- 
cialists, or  as  in  other  coimtries  where  it  is  70  percent  family  prac- 
tice, other  than  money?  Is  there  any  way  to  do  it  besides  money? 

Dr.  Seward.  Can  I  start  off.  Dr.  McDermott? 

Mr.  McDermott.  Go  ahead. 

Dr.  Seward.  I  am  sure  my  colleagues  will  have  additional  com- 
ments here. 

Number  one,  the  economic  decision  is  not  the  main  determinant 
of  that.  One  of  the  economic  decisions,  for  instance,  that  I  think 
you  can  legislate  that  would  help  is  once  again  getting  back  to  the 
tax  deductibility  of  the  loan  for  students. 

There  are  other  incentives.  I  happen  to  be  in  family  practice  and 
chose  it  because  I  wanted  to  be  a  family  practitioner.  But  I  heard 
a  statement  earlier  this  morning  that  bothered  me  from  a  personal 
standpoint,  saying  that  you  have  just  x  number  of  residencies  and 
if  you  didn't  get  to  be  whatever  specialist,  then  you  could  be  a  fam- 
ily practitioner  or  a  pediatrician. 

My  opinion  is  that  this  is  a  bad  way  to  choose  to  go  into  the  spe- 
cialty tnat  I  really  enjoy.  If  you  wanted  to  be  an  anesthesiologist. 
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you  probably  are  not  going  to  make  a  very  good  family  practitioner, 
if  that  is  what  you  wanted  to  do. 

I  think  that  there  are  areas  of  isolation  that  we  have  to  address. 
An  area  of  concern,  when  we  train  our  primary  care  people  is 
whether  or  not  they  will  have  the  technology  when  they  go  to  the 
rural  areas  or  the  mner-city  areas.  So  there  is  a  multiplicity  of  is- 
sues there,  from  a  policy  standpoint. 

Now,  to  speak  specifically  for  the  AMA,  the  AMA  has  policy  that 
the  percentage  oi  primary  care  physicians  should  be  increased. 
What  number  is  absolute.  Dr.  McDermott,  I  don't  know.  It  probably 
needs  to  be  changed  from  what  it  is,  but  I  can't  tell  you  exactly 
what  the  number  should  be.  And,  needless  to  say,  to  talk  about 
professional  birth  control  is  not  appropriate  for  me.  However,  it 
would  be  our  policy  to  say  that  we  do  need  more  primary  care  phy- 
sicians. 

Mr.  McDermott.  Do  you  think  it  can  be  achieved  voluntarily,  or 
do  we  have  to  say  from  now  on  we  will  fund  onlv  30  percent  of  our 
residency  slots  in  specialties  and  70  percent  will  be  in  family  prac- 
tice, in  order  to  redress  the  imbalance  we  presently  have? 

Dr.  Seward.  I  am  going  to  defer  some  to  my  colleagues  on  this. 
I  think  just  doing  that  may  not  be  the  only  incentive  that  will  work 
in  that  area.  On  the  pure  economic  matter  of  which  residencies  you 
are  going  to  fund,  I  am  sure  Dr.  Tudor  can  probably  speak  to  that 
in  more  aetail  than  I. 

Dr.  Tudor.  May  I  go  ahead  now? 

Mr.  McDermott.  Sure. 

Dr.  Tudor.  I  think  there  are  three  factors  that  are  particularly 
important,  and  some  are  being  considered  in  what  we  are  discuss- 
ing here  today.  The  first,  obviously,  has  to  be  income  disparity, 
which  is  not  the  actual  income,  but  how  much  better  off  you  can 
do  in  some  fields  rather  than  others.  As  the  American  College  of 
Physicians  witness  said,  there  may  be  a  several  hundred  percent 
difference  in  income  for  the  same  amount  of  work. 

While  this  sends  a  clear  signal  to  medical  students,  this  year  we 
have  seen  a  one-time  turnaround  in  the  student  interest  in  family 
practice.  The  number  of  positions  filled  last  week  jumped  from  67 
to  77  percent,  a  net  increase  of  over  300  students  choosing  family 
practice  residencies. 

Mr.  McDermott.  The  selections  were  just  done. 

Dr.  Tudor.  Just  announced  last  Wednesday.  I  think  they  are 
reading  the  subtle  signals.  Family  practice  and  primary  care  is 
coming  into  its  own.  There  are  better  employment  opportunities 
with  HMO's  now,  the  fee  schedule  is  being  revised,  they  think,  and 
those  things  are  influencing  their  choices. 

If  we  do  not  maintain  tne  progress,  if  we  get  across-the-board 
cuts,  if  we  get  delays  in  the  updates,  I  think  medical  students  may 
become  somewhat  cynical  again. 

The  second  factor  is  the  system,  such  as  the  impact  of  GME 
funding  on  where  the  health  care  is  provided.  It  has  been  asked 
how  inner-city  hospitals  could  meet  their  manpower  needs.  You 
know,  perhaps  the  situation  would  be  different  if  the  funding  in- 
centives were  not  to  have  residents  making  inpatient  rounds  or  in 
the  operating  room  so  that  teaching  hospitals  can  get  your  money 
to  pay  for  underserved  and  underfunded  people.  Currently,  the 
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time  the  resident  physician  who  leaves  the  hospital  to  go  to  a  fam- 
ily practice  training  center  is  not  counted.  He  is  no  longer  contrib- 
uting to  inpatient  care,  and  he  is  no  longer  reimbursable  to  the 
hospital.  The  hospital  no  longer  wants  to  nave  him  around  or  on 
the  payroll.  Providing  the  care  out  there  in  the  neighborhood  might 
be  more  cost  effective  than  having  that  same  patient  come  into  the 
university  hospital  clinics  and  get  boimced  around  from  place  to 
place  or  come  into  the  emergency  room  in  the  middle  of  the  night. 
There  is  a  positive  impact  on  the  whole  system  by  providing  more 
generalist  care  at  the  medical  center  itself.  That  is  tied  into  GME 
financial  incentives. 

Third  is  the  medical  school  curriculum.  What  goes  on  in  medical 
schools  is  probably  not  germane  to  what  we  are  discussing  here 
today,  but  the  incentives  and  prestige  at  medical  schools  has  been 
research  and  technology.  It  has  been  these  things  for  which  you  are 
promoted,  what  you  are  recognized  for,  what  you  are  honored  for, 
what  you  are  paid  for,  and  that  is  reflected  in  the  way  medical 
schools  are  run. 

Dr.  Block.  Dr.  McDermott,  I  would  have  to  disagree  a  bit  with 
your  premise  in  order  to  make  my  point.  I  do  not  believe  that  his- 
tory tells  us  that  any  type  of  financial  reward  has  driven  medical 
students  to  one  discipline  or  another.  The  attempts  at  financial  re- 
ward have  been  unsuccessful  in  the  past. 

The  European  model  that  you  talk  about  is  a  very  highly  struc- 
tured model,  as  you  know,  where  competitive  examinations  are 
given  and  only  the  best  and  the  brightest  so-called  of  these  foreign 
countries  are  allowed  to  go  into  certain  specialties  that  have  set  a 
very  small  limit,  and  the  structure  in  the  medical  profession  as  far 
as  specialist  accessibility  to  the  patient  is  concerned  is  not  the  way 
that  we  have  it  in  this  country.  I  think  it  would  be  quite  unaccept- 
able to  the  American  population. 

But  I  would  agree  with  Dr.  Tudor  that  the  way  to  increase  the 
number  of  physicians  in  any  specialty,  whether  it  be  primary  care 
or  the  most  arcane  subspecialty,  is  with  role  models,  the  prestige, 
the  way  those  things  are  presented  in  the  early  years  of  training. 
I  still  perhaps  am  a  Polyanna,  but  I  believe  this  influences  these 
very  bright  and  very  idealistic  medical  students  more  than  a  tax 
refund  on  a  losm  down  the  line. 

The  questions  to  ask  are:  Who  is  your  role  model?  What  am  I 
doing  for  society?  How  interesting  a  job  in  medicine  do  I  have?  If 
that  primary  care  physician  is  going  to  be  a  gatekeeper  and  merely 
a  jobber  pushing  aodominal  pam  to  a  surgeon,  leg  pain  to  a  vascu- 
lar specialist,  no,  you  are  not  going  to  have  anyone  go  into  that 
type  of  thing.  If  they  are  doing  a  job  that  interests  them,  that  has 
the  reward  of  prestige,  position,  interest,  role  models,  then  you  will 
have  these  positions  filled. 

Mr.  Levin  [presiding].  I  think  we  had  better  go  on.  If  it  is  all 
right.  Dr.  McDermott,  I  think  we  had  better  go  on. 

Mr.  McCrery. 

Mr.  McCrery.  Thank  you,  Mr.  Chairman.  We  do  have  a  vote  on 
and  I  apologize  for  missing  most  of  your  testimony.  I  have  tried  to 
read  as  much  as  I  could. 

It  seems  to  me  the  single  thread  runs  through  your  testimony, 
and  I  want  you  to  comment  on  this  and  tell  me  if  I  am  wrong.  It 
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seems  to  me  that  the  common  thread  is  if  we  in  Congress  continue 
to  micromanage  your  practices  through  ratcheting  down  on  Medi- 
care procedures,  payments  and  so  forth,  that  it  will  affect  the  prac- 
tice of  medicine  and  the  quality  of  care  in  a  very  adverse  manner. 

Am  I  wrong  in  that?  If  I  am,  tell  me.  If  I  am  right,  please  ex- 
pound on  that.  Are  you  going  to  have  more  physicians  opting  out 
of  the  Medicare  system,  are  you  going  to  have  fewer  of  the  best  and 
brightest  students  going  to  medical  school.  I  mean  just  expound  on 
it. 

Dr.  Tudor.  I  would  be  happy  to  take  first  shot  at  that.  I  think 
you  are  exactly  right,  that  there  is  a  dissatisfaction  among  physi- 
cians, because  what  was  promised  with  the  RVS  and  what  was 
promised  with  the  fee  schedule  has  not  come  to  pass.  HCFA  made 
some  mathematical  adjustments  that  made  it  come  out,  as  Senator 
Rockefeller  said  yesterday,  "not  the  way  we  wrote  it,  not  the  way 
we  intended  it."  And  to  hold  back  on  updates  and  correction  factors 
at  this  point  would  further  reinforce  that  message. 

We  were  told  that  family  practice  was  going  to  benefit  from  this, 
but,  you  know,  guess  what?  The  specialists  are  going  to  get  cut  a 
lot,  and  you  guys  are  not  going  to  get  anything  out  of  it.  It  turns 
out  that  during  the  first  2  years  that  is  aoout  what  has  happened. 
Specialists  took  a  bit  hit,  and  we  have  gotten  very  little  improve- 
ment. This  has  been  because  of  the  historic  practice  cost  factor,  the 
geographic  practice  cost  index,  and  a  number  of  other  adjustments 
that  HCFA  placed  on  it. 

I  think  that  we  will  see  physicians  who  are  now  carrying  Medi- 
care patients  at  or  below  cost  to  stop  taking  Medicare  patients  very 
soon.  They  are  hanging  on.  They  are  waiting  to  see  what  is  going 
to  happen  next,  but  they  cannot  continue  forever.  They  are  going 
to  close  their  practice  or  close  it  to  Medicare  patients. 

Dr.  Stanley.  Mr.  McCrery,  I  would  presume  to  hasten  to  seize 
the  opportunity  to  agree  at  this  point  with  Dr.  Tudor,  as  I  have  on 
many  other  points  in  the  past,  on  the  problem  that  we  see  in  the 
medical  community  in  our  sphere,  the  surgical  community  with 
micromanagement,  we  attempt  generically,  as  organizations,  as 
gn*oups  of  physicians,  to  meet  tne  obligations  which  are  imposed,  for 
example,  to  expenditure  targets  rather  recently,  as  you  very  well 
know,  the  surgical  community  has  been  first-round  successful  in 
doing  so.  And  now  to  perceive  a  desire  to,  if  you  will,  partially  at 
least  scrap  the  system  and  for  budget  reasons  quickly  do  further 
reductions  is  disconcerting,  to  say  the  least,  and  it  is  confusing  and 
it  is  disappointing. 

Dr.  Seward.  Mr.  Chairman,  from  our  perspective  at  the  AMA, 
we  would  have  to  say  that  the  micromanagement  is  real.  When  you 
look  at  the  Medicare  law  that  right  now  is  literally  thousands  of 
pages,  and  the  regulations  are  extremely  obtuse  at  times,  there  is 
constant  micromanaging.  This  is  a  patient  care  issue,  as  it  does  re- 
flect eventually  on  my  mission  in  taking  care  of  patients. 

I  think  we  have  to  always  remember — and  I  am  looking  at  it 
from  a  broader  perspective  and  I  agree  with  my  colleagues  already 
on  this — that  there  are  a  lot  of  other  things  driving  the  system  as 
far  as  costs.  When  you  try  to  micromanage,  you  forget  some  of 
those  other  driving  issues  like  technology  and  aging  and  lifestyle 
and  liability  and  public  expectations.  When  you  try  to  micromanage 
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to  handle  all  of  those,  there  are  going  to  be  troubles  with  that.  I 
think  we  need  to  address  those  other  factors  driving  the  cost  mo- 
tors. 

Mr.  Levin.  Let  me  just  suggest,  because  we  have  a  vote  on,  go 
ahead  if  you  would  comment  briefly,  because  I  want  to  make  a 
brief  statement. 

Dr.  Block.  Mr.  McCrery,  the  RBRVS  is  partially  successful  and 
partially  not.  The  RV  is  successful — that  is,  the  notion  of  a  relative 
value  scale  is  sound.  The  RB  is  not.  The  volume  performance 
standard  is  successful,  in  our  opinion.  The  baby  should  not  be 
thrown  out  with  the  bathwater  in  this  situation.  Attempts  at 
micromanagement,  as  Dr.  Tudor  has  pointed  out,  have  been  fail- 
ures. 

If  we  need  a  budget  reduction,  then  I  think  it  should  be  across 
the  board,  without  trying  to  micromanage  the  programs.  All  par- 
ticipants in  the  health  industry — ^nurses,  doctors,  technicians,  so- 
cial workers,  psychiatric  social  workers,  drug  companies,  instru- 
ment makers,  the  whole  bit — ought  to  be  affected  equally,  without 
prejudice  or  reward,  while  keeping  the  beneficial  and  good  aspects 
of  the  present  system  as  identified  by  the  MVPS  and  the  RV  sec- 
tion of  the  RVKBS.  The  RB,  especially  as  it  applies  to  practice 
costs,  is  yet  unexplored  territory. 

Mr.  Levtn.  Let  me,  if  I  might,  just  say  a  word,  and  then  I  need 
to  leave.  Mr.  McCrery  and  I  have  to  vote. 

I  think  we  need  to  be  realistic.  This  subcommittee  has  to  find 
$50  billion  more  or  less  in  savings.  That  is  in  a  budget  resolution 
we  passed  that  is  coming  back  from  the  Senate  and  will  become 
law. 

And  you  can  call  the  proposals  micromanagement.  The  alter- 
native will  be  across-the-board  cuts  within  the  Medicare  system — 
within  the  Medicare  system.  That  is  going  to  be  our  responsibility. 
And  so  I  would  hope  very  much  that  we  could  join  together. 

I  was  going  to  ask  you  to  kind  of  shov/  your  hands.  Some  of  you 
have  already  voted  through  your  testimony  on  the  six,  seven  items 
that  I  was  going  to  ask  you. 

You  support  few  of  these.  Some  of  you  oppose  all  of  them,  I 
think.  And  the  only  alternative  will  be  an  across-the-board  ap- 
proach, a  freeze  approach,  within  the  Medicare  system,  and  I  think 
you  might  find  that  less  acceptable.  That  $50  billion  more  or  less 
figure  is  essentially  a  fact  of  life,  OK.  It  really  is.  And  I  think  the 
testimony  today  has  not  assumed  that,  and  we  are  going  to  have 
to  be  busy  on  that  in  the  next  weeks,  so  I  hope  we  can  work  to- 
gether to  find  a  solution. 

Thank  you,  Mr.  Chairman. 

Chairman  Stark  [presiding].  Thank  you. 

I  want  to  thank  the  panelists  very  much.  I  look  forward  to  work- 
ing with  you. 

There  is  a  comment  made  in  the  speech  by  a  highly-placed  ad- 
ministration official  that  says,  and  I  quote,  that  they  "are  going  to 
solicit  the  views  of  hundreds  of  health  care  interest  groups,  out 
what  we  will  not  do  is  put  them  at  the  decisionmaking  table. 

I  want  to  assure  you,  gentlemen,  you  are  always  at  our  decision- 
making table. 

Dr.  Seward.  Thank  you,  Mr.  Chairman. 
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Chairman  Stark.  Our  second  panel  includes  five  more  represent- 
atives of  physician  associations.  They  are  Dr.  Richard  Ruppert,  the 
president  of  the  American  Society  of  Internal  Medicine,  accom- 
panied by  the  Society's  executive  vice  president,  Dr.  Allan  Nelson; 
Dr.  Allan  Jensen,  the  secretary  of  Federal  Affairs,  the  American 
Academy  of  Ophthalmology;  Dr.  Wallace,  chairman  of  the  American 
College  of  Radiology;  Dr.  Peter  McDermott,  president  of  the  Amer- 
ican Society  of  Anesthesiology*  and  Dr.  Donald  Senhauser,  presi- 
dent of  the  American  College  of  American  Pathologists. 

Grentlemen,  welcome  to  the  committee,  and  I  will  ask  you  to  pro- 
ceed in  the  order  that  I  called  your  names,  so  we  will  lead  off  with 
Dr.  Ruppert. 

STATEMENT  OF  RICHARD  D.  RUPPERT,  MX),  PRESIDENT, 
AMERICAN  SOCIETY  OF  INTERNAL  MEDICINE;  ACCOM- 
PANIED  BY  ALLAN  R.  NELSON,  M.D^  EXECUTIVE  VICE  PRESI- 
DENT 

Dr.  Ruppert.  Thank  you  very  much,  Mr.  Chairman,  for  the  op- 
portunity to  present  our  testimony. 

I  am  Dr.  Richard  Ruppert,  president  of  the  American  Society  of 
Internal  Medicine.  I  am  also  president  of  the  Medical  College  of 
Ohio  of  Toledo,  in  charge  of  multiple  residency  programs.  In  that 
capacity,  I  just  had  an  interview  with  all  of  our  students  in  the 
Match  program,  and  perhaps  later  we  might  discuss  their  opinion 
about  the  Match  and  their  decisions  about  choice  of  speciality. 

You  may  be  hearing  from  some  groups  today  that  we  need  to  re- 
ject further  Medicare  savings.  ASIM  is  not  one  of  those. 

On  Februaiy  24,  we  sent  a  letter  to  President  Clinton,  expressing 
support  for  his  efforts  to  achieve  a  balanced  and  fair  deficit-reduc- 
tion package.  As  part  of  this  package,  policies  to  reduce  the  rate 
of  increase  in  Medicare  expenditures  are  acceptable,  providing  we 
look  at  several  very  important  principles  from  ASIM's  point  of 
view. 

One,  that  savings  should  not  be  allocated  solely  to  deficit  reduc- 
tion, but  also  to  expanding  access  to  health  insurance  coverage. 

Second,  that  services  tnat  are  already  underpaid — and  I  refer 
primarily  to  the  primary  care  specialties — and  that  are  experienc- 
ing access  problems  as  a  result  should  be  exempted  from  further 
cuts.  I  believe  we  need  to  address  those  now  and  not  later. 

And  third,  limitations  on  increases  in  spending  on  physician 
services  should  be  part  of  a  balanced  package  that  involves  all 
beneficiaries,  taxpayers,  suppliers,  and  others  to  do  their  part  in 
the  deficit  reduction. 

And  the  fourth  item  is  that  policies  to  achieve  the  savings  goals 
should  not  result  in  further  micromanagement  of  physicians'  prac- 
tices. 

President  Clinton's  Medicare  proposals  are  generally  consistent 
with  the  above  principles.  ASIM  specifically  supports  and  com- 
mends the  President  for  proposing  that  primary  care  services  be 
exempted  from  the  proposed  reductions  in  next  year's  fee  schedule 
update. 

Last  week,  ASIM  released  a  major  new  White  Paper  entitled  "Re- 
building Primary  Care:  A  Blueprint  for  the  Future",  which  I  believe 
we  have  mailed  to  all  of  the  members  of  this  committee. 
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It  explains  why  primary  care  is  in  trouble,  and  part  of  that  has 
to  do  with  a  survey  we  have  done  of  our  membership,  as  well  as 
students,  and  provides  44  specific  recommendations  for  rebuilding 
primary  care. 

One  of  the  key  recommendations  is  that  primary  care  services 
should  be  protected  from  further  budget  cuts,  as  President  Clinton 
has  proposed.  And  in  that  report,  we  also  include  discussion  on  a 
recommended  approach  to  primary  care  training  in  internal  medi- 
cine. 

You  will  likely  be  hearing  from  others  that  a  more  fair  alter- 
native to  the  administration's  proposal  cuts  will  be  for  Congress  to 
enact  an  across-the-board  limit,  freeze,  or  delay  in  the  1994  Medi- 
care fee  schedule  update. 

ASIM  strongly  disagrees  with  that  position.  Nothing  could  be 
more  unfair  than  freezing  in  place  a  pajnnent  schedule  that 
undervalues  primary  care  and  other  visit  services.  We  urge  support 
of  the  President's  proposal  to  provide  a  full  1994  fee  schedule  up- 
date for  office,  nursing  home,  and  home  visits  and  reject  the  calls 
that  will  be  presented  in  the  guise  of  fairness  for  an  across-the- 
board  freeze  or  delay  in  the  1994  fee  schedule  update. 

ASIM  also  supports  changes  in  the  Medicare  volume  performance 
standards  to  create  incentives  for  primary  care  and  other  evalua- 
tion and  management  services.  Instead  of  lowering  the  default 
VPS,  volume  performance  standards  equally  for  surgery, 
nonsurgery,  and  all  services,  as  the  administration  proposes,  ASIM 
instead  urges  this  subcommittee  to  either  support  a  single  volume 
performance  standard  for  all  services  or  work  toward  the  establish- 
ment of  separate  high  volume  performance  standard  for  evaluation 
management  services  and  a  higher  default  update  for  primary  care 
visits. 

ASIM  strongly  supports  mandating  that  practice  expenses  under 
the  Medicare  fee  schedule  determined  by  relative  value  units  that 
are  based  on  resource  cost,  as  has  been  discussed  earlier,  and  not 
just  on  historic  charges.  The  administration's  proposal  to  begin 
phasing  in  this  change  in  a  way  that  will  lower  the  practice  ex- 
pense for  relative  value  units  for  some  overpriced  services,  without 
raising  them  for  undervalued  visit  services. 

We  urge  the  subcommittee  to  instruct  the  administration  to 
begin  phasing  in  a  resource-based  practice  expense  methodology  in 
a  manner  that  provides  for  increase  in  the  practice  cost  relative 
value  units  for  undervalued  evaluation  and  management  services, 
but  that  would  maintain  at  least  some  of  the  proposed  budget  sav- 
ings. 

The  methodology  presented  today  by  the  Physician  Payment  Re- 
view Commission  for  determining  which  services  are  overvalued 
may  offer  advantages  over  the  administration's  methodology  by 
avoiding  the  dangers  of  cutting  the  practice  expense  relative  value 
units  for  some  services,  such  as  office-based  diagnostic  procedures. 

The  ASIM  further  favors  restrictions  on  potentially  abusive  self- 
referrals.  On  the  other  hand,  we  believe  that  shared  laboratories, 
in-oflfice  diagnostic  procedures,  and  some  other  services  should  be 
exempted  from  those  further  restrictions. 

Although  we  support  the  overall  balance  in  the  President's  pack- 
age, several  of  his  proposals  should  be  carefully  evaluated  prior  to 
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implementation.  We  specifically  urge  the  subcommittee  to  require 
that  Health  and  Human  Services  monitor  the  impact  of  proposed 
laboratory  fee  schedule  cuts  on  access  to  in-office  testing,  fr  the 
data  shows  that  physicians  are  being  forced  to  close  their  labs  due 
to  lower  fees  and  the  cost  of  complying  with  CLIA,  the  proposed 
cuts  should  be  reconsidered. 

In  conclusion,  as  long  as  the  proposed  package  remains  true  to 
the  principles  that  I  have  outlined  at  the  beginning  of  this  state- 
ment, ASIM  will  remain  supportive  of  reasonable  reductions  in 
Medicare  outlays.  We  urge  the  subcommittee  to  assure  that  the 
final  package  that  is  enacted  by  Congress  does  not  depart  from 
these  principles. 

Finally,  the  subcommittee  should  consider  including  in  reconcili- 
ation legislation  of  many  of  the  other  proposals  in  "Rebuilding  Pri- 
mary Care:  A  Blueprint  for  the  Future." 

Eighteen  of  the  recommendations  are  for  changes  in  Medicare 
policies  which  fall  within  the  subcommittee's  jurisdiction.  Protect- 
ing primary  care  from  further  cuts  is  a  step  in  the  right  direction, 
but  much  more  must  be  done  to  alter  an  economic,  regulatory,  and 
training  environment  that  is  now  hostile  to  primary  care. 

ThanK  you  very  much.  I  would  be  glad  to  respond  to  questions 
later. 

[The  prepared  statement  follows:] 
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Introduction 

I  am  Richard  Ruppert,  MD,  President  of  the  American  Society  of  Internal  Medicine  (ASIM).   ASIM 
represents  26,000  internists  nationwide  who  provide  primary  and  subspecialty  care  to  Medicare 
patients.   I  am  pleased  to  share  with  you  their  views  on  President  Clinton's  recommendations  on 
Medicare  Part  B  budget  issues. 

Let  me  begin  by  thanking  you  for  the  opportunity  to  testify.   Because  internists  are  among  the 
principal  providers  of  services  to  Medicare  patients,  they  have  a  particular  interest  in 
recommendations  that  may  affect  their  ability  to  provide  Medicare  patients  with  the  services  that 
they  need.   Many,  however,  have  a  strong  sense  of  disenfranchisement  and  disillusionment  with 
the  policies  coming  out  of  Washington.  They  often  ask  "Is  anyone  listening?"  to  what  they  have  to 
say.   By  inviting  ASIM  to  participate  in  today's  hearing,  it  shows  that  Congress  is  indeed 
interested  in  hearing  constructive  recommendations  from  those  practicing  physicians  who  have 
the  major  responsibility  for  providing  primary  and  subspecialty  care  to  patients  enrolled  in 
Medicare.   It  allows  us  to  tell  members  that  the  door  is  indeed  open  to  them. 

My  testimony  today  will  emphasize  the  importance  of  working  constructively  with  Congress  and 
the  administration  in  this  time  of  great  change.   Internists  have  great  anxiety  about  how  they  and 
their  patients  will  be  affected  by  the  changes  being  contemplated.   But  they  also  have  a  great 
sense  of  commitment  toward  achieving  workable  solutions  for  their  patients.   There  will  be  times 
when  ASIM,  on  behalf  of  its  members,  must  and  will  oppose  proposals  that  we  believe  to  be 
unfair  or  unworkable.   But  we  prefer  to  be  able  to  work  with  Congress  and  the  administration 
towards  achieving  consensus  on  the  changes  that  are  needed. 

It  is  in  that  spirit  that  ASIM  has  considered  the  President's  Medicare  proposals.  You  may  be 
hearing  from  many  others  who  reject  out-of-hand  the  President's  recommended  changes  in 
Medicare.   ASIM  is  not  among  them.   Instead,  on  Febmary  24  ASIM  wrote  to  President  Clinton 
and  stated  our  desire  to  work  with  him  in  a  constructive  manner  on  his  deficit  reduction  plan. 
There  are  some  proposals  in  the  plan  that  ASIM  supports,  such  as  the  proposed  exemption  from 
cuts  for  some  visit  services. 

Although  ASIM  supports  appropriate  measures  to  allow  for  deficit  reduction  and  expanded 
access,  internists  are  concerned  that  continued  cuts  in  Medicare  will  compromise  their  ability  to 
provide  patients  with  appropriate  care.   Too  many  cuts,  especially  if  targeted  at  the  wrong 
expenditures,  could  be  highly  detrimental  to  Medicare  patients.   Consequently,  ASIM's  support  of 
the  administration's  and  Congress's  efforts  to  reduce  the  rate  of  increase  in  Medicare 
expenditures  is  predicated  on  the  following  principles: 

1 .   Savings  In  Medicare  should  not  be  allocated  solely  to  deficit  reduction,  but  also  to 
expanding  access  to  health  insurance  coverage.   Internists  will  be  far  more  willing  to 
accept  limits  on  Medicare  spending  increases  if  they  perceive  that  the  savings  will  be 
used  to  expand  health  insurance  coverage  for  those  who  are  now  unprotected,  rather  than 
solely  to  reduce  the  deficit  or  to  allow  for  increased  spending  in  areas  other  than  health. 
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2.  Services  that  are  already  underpald-and  that  are  experiencing  access  problems 
as  a  result-should  not  be  subjected  to  further  Medicare  cuts.   Instead,  savings  should 
be  achieved  from  other  services  that  are  paid  too  high,  and  where  there  is  little  hsk  of 
access  problems  being  created  if  payment  increases  are  restrained. 

3.  Efforts  to  limit  Increases  In  Medicare  spending  on  physician  services  should  be 
part  of  a  balanced  package  that  also  asks  beneficiaries,  taxpayers,  suppliers,  and 
others  In  the  health  Industry  to  also  do  their  part  to  reduce  the  deficit  and  expand 
access.  Physicians  should  not  be  singled  out  for  an  unfair  proportion  of  the  Medicare 
savings  that  will  be  required  to  reduce  the  deficit  and  expand  access  to  care. 

4.  Specific  changes  In  authorizing  legislation  that  are  needed  to  achieve  the  savings 
goals  must  be  carefully  scrutinized,  prior  to  enactment,  to  assure  that  they  do  not 
result  In  further  'micromanagement'  of  physician  practices  or  result  In  denial  of 
payments  for  legitimate  services.   In  1990,  when  Congress  and  the  President  last 
reached  agreement  on  a  major  deficit  reduction  package,  the  result  was  enactment  of 
several  provisions  that  denied  payment  for  legitimate  services,  A  last-minute  addition  to 
the  OBRA  90  Medicare  spending  cuts  resulted  in  elimination  of  payments  for  EKG 
interpretation,  which  has  disrupted  the  ability  of  physicians  and  hospitals  to  arrange  for 
qualified  interpretation  of  this  important  diagnostic  test.   OBRA  90  also  included  unfair 
limits  on  payments  to  new  physicians.   It  Is  essential  that  Congress  not  only  correct  these 
mistaken  policies,  but  that  care  also  be  taken  so  that  similar  mistakes  do  not  occur  this 
time  around. 

For  the  most  part,  ASIM  believes  that  President  Clinton's  Medicare  proposals  are  consistent  with 
the  above  principles.  The  package  exempts  certain  undervalued  primary  care  services  from  the 
proposed  cuts,  targets  most  of  the  reductions  toward  services  that  have  been  paid  too  highly, 
requires  each  of  those  with  a  stake  in  Medicare -physicians,  hospitals,  durable  medical  equipment 
(DME)  suppliers,  and  taxpayers -to  contribute  toward  the  savings,  and  generally  avoids  proposals 
that  would  result  in  micromanagement  or  denial  of  reimbursement  for  legitimate  services.   It 
appears,  however,  that  all  of  the  Medicare  savings  will  be  devoted  to  deficit  reduction,  not 
expanded  access.  And  ASIM  remains  concerned  that  the  balance  struck  in  the  package  may  be 
altered  in  Congress  as  other  groups  oppose  cuts  that  adversely  affect  their  Interests. 

I'll  now  share  with  the  subcommittee  ASIM's  specific  views  on  the  President's  Part  B  Medicare 
proposals. 

The  Medicare  Budget  and  Primary  Care 

ASIM  specifically  supports-and  commends -the  President  for  proposing  that  primary  care  services 
be  exempted  from  the  proposed  reduction  in  next  year's  fee  schedule  update.   Under  the 
proposal,  primary  care  services  (which  in  the  past  has  been  defined  in  statute  as  office,  nursing 
home,  and  home  visits)  would  in  1994  receive  the  full  fee  schedule  inflation  update  required 
under  current  law.   All  other  services  would  receive  the  current  law  update  minus  two  percent.   If 
enacted  by  Congress,  this  would  represent  the  first  time  In  three  years  that  some  primary  care 
services  received  an  update  that  is  at  least  equal  to  inflation.   The  1993  update,  by  comparison, 
was  only  .8  percent  for  visits  and  other  nonsurgical  services  but  3.1%  for  surgery. 

Exempting  primary  care  from  further  cuts  would  be  an  Important  first  step  toward  alleviating  the 
growing  crisis  in  access  to  primary  care.   Last  week,  ASIM  released  a  major  new  white  paper 
"Rebuilding  Primary  Care:  A  Blueprint  for  the  Future."  The  paper  explains  why  primary  care  is  in 
trouble,  and  what  can  be  done  about  it.  A  copy  of  the  paper  has  been  sent  under  separate  cover 
to  the  members  of  this  subcommittee. 

I  do  not  intend  to  take  up  your  time  today  with  a  detailed  presentation  on  the  paper's  findings  and 
recommendations.  There  are  a  few  key  issues  that  apply  directly  to  your  consideration  of 
Medicare  budget  issues  that  I  will  mention,  however. 

In  reviewing  the  research  literature  to  prepare  the  paper,  we  found  that  the  number  and  proportion 
of  physicians  in  primary  care  has  been  steadily  declining.   Even  more  disturbing,  the  trend  is 
getting  worse.  Citing  numerous  studies,  the  paper  reports  that: 

•  The  proportion  of  physicians  who  are  in  the  primary  care  specialties  of  internal 
medicine,  pediatrics,  and  family  practice  has  declined  from  50  percent  in  1 963  to  only  34 
percent  today. 

•  Only  14  percent  of  medical  students  surveyed  in  1991  intend  to  go  into  primary  care. 
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•  It  current  trends  continue,  within  a  decade  fewer  than  20  percent  of  America's 
physicians  will  be  in  primary  care. 

•  Costs  will  be  lower  and  care  will  be  better  if  there  is  a  greater  number  and  proportion 
of  internists  and  other  primary  care  physicians. 

•  The  principal  factors  driving  physicians  away  from  primary  care  is  a  hostile  economic 
and  regulatory  environment  and  a  training  system  that  encourages  overspecialization. 

The  paper  provides  44  specific  and  detailed  recommendations  for  rebuilding  primary  care. 
Because  Medicare  has  a  disproportionately  larger  impact  on  internists  than  other  payers,  1 8  of  the 
recommendations  are  for  changes  in  Medicare's  payment  and  regulatory  policies. 

One  of  the  key  recommendations  is  that  primary  care  services  should  be  protected  from  further 
budget  cuts.    The  paper  notes  with  approval  President  Clinton's  proposal  to  exempt  office, 
nursing  home,  and  home  visits  from  the  reduction  in  next  year's  update.  But  the  paper  also 
cautions  that  as  groups  raise  objections  to  other  Medicare  cuts,  the  higher  update  for  primary 
care  that  the  President  proposes  could  be  at  risk  of  being  reduced.  This  would  occur  if  Congress 
rejected  some  of  the  cuts  and  made  up  the  lost  saving  by  lowering  the  primary  care  update. 

You  will  likely  be  hearing  from  some  of  the  other  groups  testifying  at  today's  hearing  that  a  "more 
fair"  alternative  to  the  administration's  proposed  cuts  would  be  for  Congress  to  enact  an  across- 
the-board  limit,  freeze,  or  delay  in  the  1994  Medicare  fee  schedule  update.  ASIM  strongly 
disagrees. 

Nothing  could  be  more  unfair  than  freezing  in  place  a  payment  schedule  that  undervalues  primary 
care  and  other  visits  services  and  that  pays  too  much  for  many  other  services,  or  in  delaying  the 
update  for  primary  care  services.   If,  in  order  to  ease  the  cuts  in  other  areas,  office,  nursing  home, 
and  home  visits  are  not  given  the  full  update  proposed  by  the  administration,  it  will  be  yet  one 
more  signal  that  the  federal  government  is  not  yet  willing  to  take  the  steps  needed  to  begin  to 
rebuild  primary  care.   By  doing  so,  the  trend  away  from  primary  care  will  be  exacerbated. 

ASIM  believes  that  the  administration  was  right  to  recognize  that  if  additional  Medicare  savings 
are  needed,  they  should  come  from  non-visit  services  that  are  being  paid  more  highly,  and  for 
which  there  is  no  evidence  (unlike  primary  care)  that  patients  are  likely  to  experience  problems  in 
obtaining  access  to  those  services  even  if  further  payment  increases  are  limited.  We  urge  the 
subcommittee  to  uphold  this  approach  by  providing  a  full  1 994  fee  schedule  update  for  office, 
nursing  home,  and  home  visits,  and  to  reject  the  calls  that  will  be  presented  under  the  guise  of 
'lairness"  for  an  across-the-board  freeze  or  delay  in  the  1 994  fee  schedule  update. 

We  do  believe  that  there  is  one  key  element  of  the  administration's  proposal  that  requires 
clarification,  however.  The  administration  proposes  that  primary  care  receive  the  "current  law" 
update,  and  that  all  other  services  would  receive  the  "current  law"  update  minus  two  percent.  This 
has  been  reported  to  mean  either  that  primary  care  would  receive  the  full  Medicare  economic 
index  (MEI),  and  other  services  the  MEI  minus  two  percent,  or  that  primary  care  would  receive  the 
MEI  plus  or  minus  actual  expenditure  performance  relative  to  the  nonsurgery  volume  performance 
standard  (VPS),  and  all  other  services  would  receive  the  MEI  plus  or  minus  actual  expenditure 
performance  compared  to  the  applicable  VPS,  minus  two  percent.  Preliminary  expenditure  data 
reportedly  indicate  that  expenditures  for  both  surgery  and  nonsurgery  fell  under  their  applicable 
VPS.   If  this  is  the  case,  the  current  law  update  for  surgery  and  nonsurgery  would  be  the  MEI  plus 
an  (as  yet  to  be  released)  bonus  payment.  It  has  also  been  reported  that  expenditures  on 
surgical  procedures  may  have  come  under  the  applicable  VPS  by  a  larger  margin  than 
nonsurgery,  which  would  mean  that  under  current  law  surgery  would  receive  a  larger  bonus  than 
nonsurgery. 

A  higher  current  law  "bonus"  for  surgery  could  result  in  the  surgical  update  being  equal  to  or  even 
higher  than  the  primary  care  update,  even  after  the  two  percent  reduction  tor  non-primary  care 
services  that  is  proposed  by  the  administration.  ASIM  would  strongly  object  to  an  update  for 
surgery  that  is  higher  than  that  for  primary  care.  In  establishing  the  surgery  VPS,  the 
administration  assumed  that  a  behavioral  offset  would  occur  to  offset  fee  reductions  under  the 
RBRVS,  when  preliminary  analyses  by  the  PPRC  and  others  suggest  that  such  an  offset  may  not 
have  occurred  after  all  (or  at  least  not  to  the  degree  projected  by  HCFA's  actuaries). 
Consequently,  even  if  surgical  expenditures  tell  below  the  surgery  VPS  by  a  greater  margin  then 
nonsurgery,  this  is  likely  due  to  HCFA's  erroneous  assumption  of  a  behavioral  offset  in  developing 
the  surgical  VPS,  not  because  of  better  performance  by  surgeons  in  controlling  volume. 
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We  strongly  recommend  that  ttie  subcommittee  seek  clarification  from  the  administration  of  its 
proposal  to  provide  a  full  update  for  primary  care  and  the  current  law  update  minus  two  percent 
for  all  other  services.   If  the  administration's  proposal  would  result  in  a  higher  update  for  surgery 
than  primary  care,  even  after  application  of  the  two  percent  reduction,  ASIM  recommends  that  the 
subcommittee  modify  the  proposal  to  provide  a  higher  absolute  update  for  primary  care  than  for 
surgery,  which  we  believe  is  the  real  intent  behind  the  administration's  proposal.   And,  under  this 
scenario,  if  additional  savings  are  needed  because  other  proposed  Medicare  cuts  are  rejected  by 
the  subcommittee,  they  should  come  out  of  the  surgery  update,  not  primary  care.   If  Congress  is 
to  begin  to  rebuild  primary  care,  it  is  essential  that  primary  care  receive  higher  updates  than 
surgery,  especially  given  the  fact  that  the  update  last  year  for  primary  care  was  significantly  lower 
than  for  surgery. 

Finally,  the  payment  inequities  that  were  created  last  year  by  the  separate  VPSs  for  surgery  and 
nonsurgery,  and  that  could  occur  again  in  1994,  point  out  the  urgent  need  to  modify  the  VPS 
mandate  to  create  incentives  for  primary  care  visits  and  other  E/M  services. 

Modifying  the  Volume  Performance  Standards 

The  administration  also  proposes  to  lower  the  "default"  volume  performance  standards  (VPS). 
ASIM  supports  the  need  to  amend  the  VPS  formula  established  by  OBRA  89  and  90.   As  the 
subcommittee  may  be  aware,  ASIM  urged  Congress  last  year  to  amend  the  formula  to  preclude 
the  separate  and  higher  update  for  surgery-and  the  lower  update  for  all  nonsurgery,  including 
primary  care-that  occurred  in  1993  based  on  the  existing  statute.   Unfortunately,  Congress 
adjourned  without  taking  any  action  to  prevent  the  higher  default  update  for  surgery  from  going 
into  effect.   The  result  is  that  unless  Congress  acts  to  correct  the  problem,  surgery  will 
permanently  have  a  higher  conversion  factor  than  nonsurgical  services,  including  primary  care 
visits  and  other  evaluation  and  management  (E/M)  services. 

The  administration's  proposal  provides  an  opportunity  to  correct  this  flaw.  Instead  of  lowering  the 
default  VPS  equally  for  surgery,  nonsurgery,  and  all  services,  as  the  administration's  proposal 
apparently  would  do,  ASIM  instead  urges  that  the  subcommittee  either  support  a  single  VPS  for  all 
services,  or  that  it  work  toward  establishment  of  a  separate  and  higher  VPS  for  E/M  services  and 
a  higher  default  update  for  office,  nursing  home,  and  home  visits.  Specifically,  if  separate  VPSs 
are  to  be  maintained.  Congress  should: 

•  Amend  OBRA  89  and  90  to  establish  a  separate  and  higher  VPS  for  evaluation  and 
management  services,  including  primary  care  visits.   For  E/M  services  only,  the  VPS 
should  be  based  not  only  on  historical  expenditure  trends,  demographics,  changes  in  law, 
and  an  "intensity"  factor,  but  also  on  an  explicit  factor  that  is  designed  to  allow  for 
investment  of  additional  spending  on  E/M  services. 

•  Amend  OBRA  89  and  90  to  raise  the  default  floor*  on  the  fee  schedule  update  for 
office,  nursing  home,  and  home  visits  ("primary  care"  services)  only.   The  current  floor 
(minimum  update)  for  all  services  is  the  Medicare  economic  index  minus  2  percent.   For 
the  specified  visit  services,  the  floor  could  be  raised  to  the  MEI,  or  the  MEI  minus  .5 
percent,  thus  assuring  that  primary  care  would  be  protected  even  if  spending  exceeded 
the  VPS  for  those  services. 

•  If  necessary  to  allow  for  a  higher  default  VPS  and  update  for  E/M  and  primary  care 
services  and  still  maintain  the  savings  expected  under  the  President's  proposal,  the 
default  VPS  and  update  for  all  other  services  should  be  set  at  an  even  lower  level  than  the 
administration  proposes. 

In  Its  upcoming  report  to  Congress,  the  Physician  Payment  Review  Commission  (PPRC)  is 
expected  to  propose  similariy  that  if  separate  VPSs  are  to  be  maintained,   E/M  services  should  be 
given  improved  treatment  by  being  placed  under  a  separate  VPS. 

Implementation  of  Resource-Based  Practice  Cost  RVUs 

The  administration  proposes  to  begin  phasing  in  resource-based  relative  value  units  (RVUs)  for 
services  paid  under  the  Medicare  fee  schedule.   ASIM  has  been  on  record  tor  several  years  as 
favoring  a  change  in  the  OBRA  89  methodology  for  determining  the  practice  expense  RVUs  under 
the  Medicare  physician  fee  schedule.  The  existing  method,  by  basing  practice  expenses  on 
historical  charges  instead  of  resource  costs,  perpetuates  inequitably  high  payments  for  surgery 
and  other  services  done  primarily  in  the  hospital  setting,  and  unfairly  low  payments  for  E/M 
services.   We  are  pleased  that  the  Physician  Payment  Review  Commission  in  its  upcoming  report 
will  be  recommending  that  Congress  mandate  implementation  of  a  resource  based  practice  cost 
methodology. 
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Although  the  administration's  proposal  also  would  begin  moving  toward  a  resource  based 
methodology,  it  apparently  would  do  so  in  a  manner  that  would  lower  the  practice  expense 
RVUs  tor  some  overpriced  services,  without  raising  them  for  other  services-especially  E/M 
services--that  the  PPRC  believes  are  underpaid  under  the  current  formula.   Under  the 
administration's  proposal,  by  obtaining  savings  from  interim  reductions  in  the  RVUs  for  overpriced 
services,  but  without  increasing  them  for  unden/alued  ones,  there  would  be  little  or  no  money 
available  to  raise  the  practice  expense  RVUs  for  E/M  services  when  a  full  resource  based 
methodology  is  implemented  in  later  years.   ASIM  believes  that  it  would  be  highly  unfortunate  for 
a  resource  based  practice  cost  methodology  to  be  used  only  as  a  budget-cutting  tool,  rather  than 
one  that  also  results  in  more  equitable  payment  for  undervalued  E/M  services  as  intended  by  the 
PPRC,  ASIM,  and  others  that  have  supported  this  concept. 

ASIM  believes  that  Congress  and  the  administration  should  consider  an  alternative  that  would 
allow  for  interim  increases  in  the  practice  expense  RVUs  lor  E/M  services,  while  also  obtaining 
some  short-term  budget  savings.  The  administration  proposes  to  reduce  the  practice  expense 
RVUs  for  all  services  whose  current  practice  expense  RVUs  exceed  their  work  RVUs.   The 
practice  expense  RVUs  would  be  reduced  each  year  by  25  percent  of  the  difference  between  the 
current  work  RVU  and  the  practice  expense  RVU,  subject  to  a  floor  (maximum  reduction)  of  110 
percent  of  the  work  RVU.  The  alternative  that  we  believe  should  be  considered  would  accelerate 
the  reduction  in  the  practice  expense  RVUs  for  overpriced  services,  and  lower  the  floor  on  the 
maximum  reduction  that  would  be  permissible,  with  all  of  the  additional  savings  beina  used  to 
raise  the  practice  expense  RVUs  for  undervalued  E/M  services,  especially  office  visits.  The 
practice  expense  RVUs  for  overpriced  services,  for  example,  could  be  reduced  each  year  by  33 
percent  (instead  of  25  percent)  of  the  difference  between  the  work  and  practice  expense  RVUs, 
and  the  floor  (maximum  reduction)  lowered  to  100  percent  of  the  work  RVU,  with  the  additional 
savings  used  to  begin  phasing  in  higher  practice  expense  RVUs  for  office  visits  and  other  E/M 
services.  ASIM  also  believes  that  the  administration  should  publish  for  comment  the  specific 
services  that  would  be  reduced  under  its  proposal,  and  the  amount  of  the  reduction,  to  allow  for 
individuals  to  comment  on  the  appropriateness  of  reducing  the  practice  expense  RVUs  for  specific 


Another  option  the  subcommittee  could  consider  would  be  to  begin  phasing  in  higher  practice 
expense  RVUs  for  office  and  other  visits,  and  paying  for  this  by  lowering  any  "bonus"  update  for 
surgical  procedures  that  might  occur  under  current  law  (even  after  the  administration's  proposed 
two  percent  reduction),  as  discussed  eariier.  This  might  eliminate  the  need  to  accelerate  the 
reductions  in  overpriced  practice  expense  RVUs  and  to  lower  the  floor  on  the  maximum 
reductions  that  could  occur. 

Regardless  of  which  alternative  is  selected,  ASIM  urges  the  subcommittee  to  instruct  the 
administration  to  begin  phasing  In  a  resource  based  practice  expense  methodology  in  a  manner 
that  provides  for  increases  in  the  practice  cost  RVUs  for  undervalued  E/M  services,  while 
maintaining  the  proposed  budget  savings  if  necessary. 

Laboratory  Fee  Schedule  Reductions 

The  proposed  cuts  in  the  Medicare  laboratory  fee  schedule  are  of  concern  to  internists,  many  of 
whom  are  struggling  to  keep  open  their  office  laboratories  at  a  time  when  their  costs  are 
increasing  due  to  the  requirements  of  the  Clinical  Laboratory  Improvements  Act  (CLIA).  We 
believe  that  the  administration  and  Congress  should  reassess  the  impact  of  those  cuts  on  the 
ability  of  primary  care  physicians  to  provide  their  patients  with  quality  laboratory  testing.   If  it  turns 
out  that  many  physicians  are  in  fact  being  forced  to  close  their  laboratories  due  to  the  high  costs 
of  complying  with  CLIA  and  lower  Medicare  payments.  Congress  should  consider  modifying  the 
administration's  proposal  to  allow  for  payments  that  are  sufficient  to  cover  the  costs  that 
physicians  incur  in  providing  their  Medicare  patients  with  the  convenience  of  an  in-otfice  lab. 
To  allow  for  Congress  to  make  an  informed  judgement,  ASIM  recommends  that  Congress  require 
HHS  to  study  and  report  annually  to  Congress  on  changes  in  the  number  of  labs  operated  by 
physicians  and  the  impact  on  beneficiary  access  to  those  services,  including  an  assessment  of 
the  impact  of  costs  of  complying  with  CLIA  and  reduced  laboratory  reimbursement  on  availability 
of  in-office  laboratory  testing. 

Self-referral  Legislation 

The  administration  also  proposes  to  extend  the  ban  on  physician  "self-referrals"  to  facilities  other 
than  laboratory  services.  ASIM  supports  further  restrictions  on  potentially  abusive  self -referrals, 
provided  that  "shared"  laboratories  are  exempted  (shared  laboratories  are  office  laboratories  that 
are  shared  by  several  physicians  to  provide  testing  for  their  own  respective  patients,  usually 
located  in  space  contiguous  to  their  offices,  but  who  do  not  otherwise  meet  the  definition  of  a 
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group  practice),  since  such  shared  arrangements  are  often  the  only  way  that  many  physicians  can 
atford  to  maintain  a  lab  tor  their  patients    Such  an  exemption  was  contained  last  year  in  H.R.  11, 
which  was  vetoed  by  President  Bush,  and  has  been  reintroduced  as  part  ot  H.R  21.  Introduced 
by  Rep.  Dan  Rostenkowski  (DIL).   Since  the  Department  ol  Health  and  Human  Services  (HHS) 
does  not  believe  that  it  has  the  authonty  to  grant  a  regulatory  exemption  tor  shared  labs,  it 
essential  that  Congress  promptly  enact  H.R  21.   New  sell-referral  legislation  should  also  continue 
the  current  exemption  for  in-office  diagnostic  procedures,  such  as  office  X-rays,  that  are  an 
essential  part  of  a  physician's  practice. 

Electronics  Claims  Processing 

ASIM  supports  the  goal  of  converting  to  electronic  claims  processing.   Physicians  should  not  t>e 
penalized,  however,  if  they  are  unable  to  convert  to  electronic  claims  processing  because  of  a 
lack  of  administrative  and  technical  assistance  from  Medicare  or  for  other  legitimate  reasons,  such 
as  excessive  costs.   ASIM  strongly  believes  that  the  administration  must  assure  that  sufficient 
technical  expertise  is  provided  to  physicians  to  facilitate  conversion  by  1 996.   Congress  should 
reexamine  pnor  to  implementation  the  administration's  proposal  to  begin  charging  $1 .00  per  paper 
claim,  starting  in  1996,  if  it  appears  that  physicians  have  not  been  provided  with  sufficient 
assistance  in  making  conversion  to  electronic  billing,  or  costs  and  other  factors  have  precluded  a 
substantial  number  of  primary  care  physicians  from  making  the  conversion  by  1996.   HHS  should 
be  required  to  report  to  Congress,  no  later  than  June,  1 995  on  the  technical  assistance  that  has 
t>een  provided  to  physicians,  and  the  number  of  physicians  who  have-and  have  not-converted  to 
electronic  claims  processing.  The  $1 .00  per  claim  "penalty"  should  be  postponed  if  this  report 
shows  that  a  significant  number  of  physicians  have  t>een  unable  to  convert  to  electronic  claims 
processing. 

Other  Part  B  Cuts 

Our  testimony  today  has  focused  on  those  Medicare  proposals  In  the  President's  plan  that  will 
have  a  direct  impact  on  internists  and  their  patients.  We  recognize  that  some  of  the  other 
organizations  testifying  today  will  express  strong  objections  to  some  of  the  proposed  cuts.   There 
may  in  fact  be  legitimate  reasons  for  some  of  their  objections.  The  subcommittee  has  a 
responsibility  to  consider  legitimate  concerns  about  the  President's  proposals,  and  to  consider 
modifications  If  necessary.   But  if  some  of  other  proposed  Medicare  cuts  are  rejected  or  modified, 
it  is  essential  that  the  "lost"  savings  not  be  made  up  by  lowering  the  update  for  office  visits, 
nursing  home,  and  home  visits.  As  I  stated  at  the  outset  of  my  testimony,  ASIM  will  strongly 
oppose  any  effort  to  provide  for  a  lesser  update  for  office,  nursing  home,  or  home  visits  ("primary 
care  services"),  in  order  to  allow  for  proposed  cuts  in  other  areas  to  be  restored. 

Conclusion 

Even  with  the  proposed  full  update  for  office,  nursing  home,  and  home  visits,  the  President's 
proposals  will  require  sacrifice  from  internists.   Many  of  their  other  services  will  receive  a  less- 
than-inflation  update,  payments  for  lat>oratory  services  will  be  curbed,  and  payments  for  some 
services  may  even  be  reduced  as  a  resource  based  practice  expense  method  is  phased  In. 
Nevertheless.  ASIM  is  willing  to  wort<  constoictively  with  the  President  and  Congress  on 
restraining  increases  in  Medicare  expenditures,  as  part  of  a  balanced  and  fair  package  to  reduce 
the  deficit  and  expand  access  to  care.  We  believe  that  our  suggestions  for  modifying  the  volume 
performance  standard  (VPS)  and  default  update,  and  for  changes  in  the  administration's  proposal 
to  implement  a  resource  based  practice  expense  methodology,  would  further  the  goal  of 
rebuilding  primary  care  while  still  allowing  for  savings. 

ASIM  has  also  suggested  that  some  of  the  other  proposed  cuts  be  reexamined  based  on  further 
data.  We  have  suggested  that  HHS  be  required  to  report  on  changes  in  the  number  of  physicians 
who  offer  In-office  laboratory  services,  and  if  the  data  show  that  physicians  are  unable  to  maintain 
their  office  labs  under  the  proposed  laboratory  fee  schedule  cuts  and  given  the  costs  ot 
complying  with  CUA,  reexamination  by  Congress  of  those  cuts  would  then  be  in  order.   Similarly, 
the  proposal  to  begin  in  1996  charging  $1  00  per  paper  claim  should  be  reexamined  prior  to 
implementation  if  physicians  have  been  given  insufficient  technical  assistance  or  other  legitimate 
factors  have  precluded  large  numtser  from  converting  to  electronic  claims  processing. 
ASIM  also  urges  Congress  to  require  that  some  of  the  Medicare  savings  t>e  used  to  expand 
access,  rather  than  solely  for  deficit  reduction. 

As  long  as  the  proposed  package  remains  true  to  the  principles  that  I  outlined  at  the  beginning  of 
this  statement,  ASIM  will  not  oppose  fijrther  savings  in  Medicare.  To  recap,  ASIM  believes  that 
Medicare  savings  must  be  used  not  only  to  reduce  the  deficit,  but  to  expand  access;  that  primary 
care  and  other  undervalued  services  must  be  protected  from  cuts;  that  the  package  must  require 
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a  fair  and  balanced  contribution  from  all  players,  as  the  administration's  proposal  appears  to 
require  (rattier  thian  physicians  being  singled  out  for  disproportionate  cuts);  and  the  savings  must 
not  be  achieved  through  policies  that  would  micromanage  physicians  practices  or  result  in  denial 
of  payment  for  legitimate  services.  By  and  large,  and  notwithstanding  ASIM's  recommendations 
for  modifying  specific  administration  proposals,  the  President's  package  is  consistent  with  these 
principles.  We  urge  the  subcommittee  to  act  to  assure  that  the  final  package  that  is  enacted  by 
Congress  does  not  depart  from  them. 

Finally,  ASIM  urges  the  subcommittee  to  consider  other  legislative  changes  to  assure  adequate 
access  to  services  by  internists,  especially  primary  care  internists.   Exempting  primary  care  from 
further  budget  cuts  will  not,  by  itself,  encourage  physicians  to  enter  and  remain  in  primary  care 
(although  further  cuts  would  certainly  discourage  them  from  doing  so).  ASIM  urges  the 
subcommittee  to  consider  the  other  proposals  in  "Rebuilding  Primary  Care:  A  Blueprint  for  the 
Future,"  many  of  which  fall  under  the  subcommittee's  jurisdiction.  Protecting  primary  care  from 
further  cuts  is  a  step  in  the  right  direction.   But  much  more  must  be  done  to  alter  an  economic, 
regulatory  and  training  environment  that  is  hostile  to  primary  care. 

Chairman  Stark.  Thank  you,  Doctor. 
Dr.  Jensen. 

STATEMENT  OF  ALLAN  JENSEN,  MJ).,  SECRETARY  FOR  FED- 
ERAL AFFAIRS,  AMERICAN  ACADEMY  OF  OPHTHALMOLOGY 

Dr.  Jensen.  Good  afternoon.  I  am  Allan  Jensen.  I  am  an  ophthal- 
mologist in  practice  in  Baltimore  and  secretary  for  Federal  affairs 
of  the  American  Academy  of  Ophthalmology.  The  Academy  rep- 
resents 19,000  or  95  percent  of  the  ophthalmologists  in  the  States. 
We  also  appreciate  the  opportunity  to  appear  before  you. 

Medicare  patients  make  up  a  large  portion  of  our  practices.  We 
are  concerned  with  the  magnitude  of  the  proposed  Medicare  cuts, 
considering  the  significant  reductions  already  endured  under  the 
Medicare  fee  schedule. 

My  testimony  will  focus  on  three  items.  First,  maintaining  the 
current  RVS  practice  expense  calculations;  second,  permitting  pay- 
ment for  assisting  surgeons  based  on  medical  necessity;  and  third, 
the  Academy's  broader  perspectives  on  health  care  reform. 

We  favor  maintaining  the  current  practice  expense  calculations 
under  the  Medicare  RVS  until  reliable  data  and  a  reasonable  meth- 
odology can  be  developed  to  accurately  reflect  overhead  expenses. 
PhysPRC's  recommendations  for  a  resource-based  practice  expense 
factor  provides  only  a  conceptual  model  for  which  data  could  be  col- 
lected. The  model  nas  not  been  tested.  There  are  no  national  data 
to  support  it,  and  it  does  not  have  wide  acceptance.  It  does  not 
seem  possible  to  phasein  a  new  practice  expense  factor  when  such 
a  factor  does  not  yet  exist. 

We  agree  that  the  current  method  for  calculating  the  practice  ex- 
pense portion  is  arbitrary  and  does  not  reflect  the  true  cost  of  the 
physician's  overhead.  Under  the  current  system,  services  performed 
by  ophthalmologists  include  a  practice  expense  factor  ratio  of  44 
percent,  based  on  survey  data  collected  by  the  AMA  in  the  mid- 
1980s.  We  do  not  know  how  many  ophthalmologists  were  surveyed, 
what  subspecialties  thev  practiced,  whether  they  were  in  solo  or 
group  practice,  or  how  old  their  practices  were. 

The  same  survey  established  a  46  percent  ratio  for  internal  medi- 
cine and  a  52  percent  ratio  for  family  practice,  and  yet  it  is  our  ex- 
perience that  it  is  much  more  expensive  to  equip  an  ophthalmol- 
ogist's office  than  an  internist's  office. 
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We  believe  that  an  ophthalmologist's  office  overhead  costs  rep- 
resent at  least  52  percent  of  income,  based  on  a  survey  conducted 
shortly  after  phase  I  of  the  Harvard  RVS  study  was  released  by  Dr. 
Hsiao.  Hsiao  s  model  for  calculating  practice  overhead  met  with 
such  criticism  that  he  dropped  that  feature  from  his  phase  H  study. 

Despite  concerted  efforts,  3  years  later,  we  still  do  not  have  a 
working  model  nor  national  data. 

We  are  also  concerned  with  the  impact  of  these  changes  on  sur- 
gical fees.  Our  estimates  show  reductions  averagfing  40  percent, 
some  as  deep  as  54  percent,  for  the  most  frequently  performed  oph- 
thalmic procedures,  should  the  current  formula  be  changed.  These 
cuts  could  result  in  such  low  reimbursement  that  in  some  areas 
some  surgeons  may  be  unable  to  offer  these  procedures  to  Medicare 
patients. 

We  are  also  concerned  about  arbitrary  penalties  for  performing 
services  in  hospital  settings.  PhysPRC's  practice  expense  rec- 
ommendation penalizes  the  physician  because  of  services  performed 
outside  of  his  office,  regardless  of  the  patient's  medical  condition  or 
the  personnel  and  equipment  required  for  optimal  care.  Also  it  does 
not  appear  to  give  credit  for  the  amount  of  post-op  care  provided 
in  the  surgeon's  office,  a  significant  portion  of  the  global  fee. 

We  have  consistently  opposed  site-of-service  reductions,  which  re- 
duces the  fee  for  certain  services  performed  in  a  hospital  setting  if 
claims  data  indicate  that  an  arbitrary  50  percent  of  the  services 
were  performed  in  the  physician's  office.  The  reduction  taken  is 
also  an  arbitrary  50  percent  off  the  practice  expense  portion. 

HCFA  provides  no  exception  to  the  site-of-service  reductions 
where  it  is  in  the  best  interest  of  the  patient  to  have  the  service 
performed  in  the  hospital,  nor  is  there  an  exception  for  expensive 
services  where  it  would  be  more  effective  to  snare  services  in  a 
community  setting  such  as  a  hospital. 

Regarding  assistants-at-surgery,  we  also  recommend  that  you  re- 
peal the  rule  prohibiting  payments  for  assistants  for  procedures 
where  claims  were  filed  in  less  than  5  percent  of  cases.  The  5  per- 
cent limit  is  arbitrary,  and  there  is  no  mechanism  to  allow  pay- 
ment for  exceptional  cases.  Further,  it  is  difficult  to  assess  the  ac- 
tual utilization  of  assistants  since  claims  data  do  not  capture  true 
utilization  of  residents  in  training. 

We  believe  that  the  administration's  proposal  to  reduce  the  sur- 
geon's fee  by  the  amount  paid  to  the  assisting  surgeon  penalizes 
the  surgeon  and  the  patient.  Although  the  plan  would  allow  addi- 
tional payment  in  extraordinary  cases,  it  is  not  clear  how  such  a 
mechanism  would  be  implemented.  We  believe  that  assistants-at- 
surgery  should  be  utilized  in  an  appropriate  manner,  providing  an 
important  margin  of  safety  for  the  patient. 

HCFA  is  currently  developing  utilization  pattern  monitoring 
which  could  be  effective  in  identifying  individual  who  might  be 
overutilizing  services.  A  targeted  educational  approach  is  a  more 
effective  and  equitable  means  of  controlling  overutilization  than 
are  penalties  and  have  the  added  benefit  of  preserving  quality  care. 

Finally,  the  Academy  has  adopted  a  series  of  principles  for  na- 
tional health  care.  We  are  also  finalizing  recommendations  for  a 
basic  eye  health  benefit  package,  and  these  are  included  in  our 
written  testimony. 
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While  we  do  not  endorse  any  specific  proposal  at  this  time,  we 
believe  that  there  are  a  number  of  important  principles  which 
health  care  legislation  should  include  sucn  as  universal  access;  in- 
surance reforms  jmd  appropriate  patient  cost-sharing;  patient's 
freedom  to  go  outside  of  a  health  care  plan  to  see  a  physician  of 
their  choice;  doctors  serving  as  managers  as  well  as  providers  of 
care;  coverage  of  basic  benefits  including  medical  and  surgical  eve 
care  and  preventive  services;  direct  access  to  ophthalmologists  for 
entry-level  eye  care;  appropriate  expenditures  for  outcomes  assess- 
ment and  guidelines  development;  the  representation  of  physicians 
during  the  development  and  operation  of  any  new  delivery  system; 
administrative  simplification;  and  adequate  funding  for  physician 
training. 

In  summary,  we  recommend  that  Congress  maintain  the  current 
fee  schedule  formula  for  calculating  practice  expenses.  We  further 
recommend  repealing  the  5  percent  rule  on  assistants-at-surgery. 

We  present  our  principles  for  national  health  care  as  an  indica- 
tion 01  our  interest  in  being  active  participants  in  this  important 
debate. 

Again,  thank  you  for  the  opportunity  to  be  here,  and  we  would 
be  pleased  to  answer  any  questions. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  ALLAN  JENSEN 
American  Academy  of  Ophthalmology 

Good  day.   My  name  is  Allan  Jensen.   I  am  an  ophthalmologist  in  private  practice  in 
Baltimore,  and  Secretary  for  Federal  Affairs  of  the  American  Academy  of 
Ophthalmology.   The  Academy  represents  19,000  or  95  percent  of  the 
ophthalmologists  in  the  U.S.   We  appreciate  the  opportunity  to  appear  before  you 
today  to  discuss  Medicare  Part  B  Budget  Proposals.     Medicare  patients  make  up  a 
large  portion  of  most  ophthalmologists'  practice.   We  are  concerned  with  the 
magnitude  of  the  proposed  Medicare  cuts,  considering  the  significant  reductions 
ophthalmology  is  already  enduring  under  the  implementation  of  the  Medicare  Fee 
Schedule. 

My  testimony  will  focus  on:   (1)  maintaining  the  current  RVS  practice  expense 
calculations;  (2)  permitting  payment  for  assisting  surgeons  based  on  medical 
necessity;  and  (3)  the  Academy's  broader  perspectives  on  health  care  reform. 


RVS  Practice  Expense  Calculations 

We  favor  maintaining  the  current  practice  expense  calculations  under  the  Medicare 
RVS  until  reliable  data  and  a  reasonable  methodology  can  be  developed  to  accurately 
reflect  overhead  expenses.   The  Physician  Payment  Review  Commission's 
recommendation  for  a  "resource-based  practice  expense"  factor  provides  only  a 
conceptual  model  for  which  data  could  be  collected.    PPRC's  model  has  not  been 
tested,  there  are  no  national  data  to  support  it,  and  it  does  not  have  wide  acceptance. 
It  does  not  seem  possible  to  "phase  in"  a  new  practice  expense  factor,  when  such  a 
factQ 


Need  for  Further  Research 

We  agree  that  the  current  method  for  calculating  the  practice  expense  portion  of  RVS 
is  arbitrary,  and  does  not  necessarily  reflect  the  true  cost  of  the  physician's  overhead. 
Under  the  current  system,  services  performed  by  ophthalmologists  include  a  practice 
factor  ratio  of  44  percent,  based  on  questionable  survey  data  collected  by  the  AMA  in 
the  mid-1 980's.   We  do  not  know  how  many  ophthalmologists  were  surveyed  at  that 
time,  what  subspecialty  they  practiced,  whether  they  were  in  a  solo  or  group  practice, 
how  old  their  practices  were,  etc.   The  same  survey  established  a  46  percent  ratio  for 
internal  medicine  and  52  percent  ratio  for  family  practice,  yet  we  are  certain  that  it  is 
more  expensive  to  equip  ein  ophthalmologist's  office  than  an  internist's  office. 

We  believe  that  an  ophthalmologist's  office  overhead  costs  represent  at  least  52 
percent  of  income,  based  on  a  survey  of  our  membership  conducted  shortly  after 
Phase  I  of  the  Harvard  RVS  study  was  released  by  Dr.  Hsiao  and  his  associates. 

Dr.  Hsiao's  model  for  calculating  practice  overhead  met  with  such  criticism,  that  he 
dropped  that  feature  from  his  Phase  II  study,  developing  only  the  physician  work 
portion.   Three  years  later,  despite  PPRC's  concerted  efforts,  and  other  independent 
studies,  we  still  do  not  have  a  working  model,  nor  national  data. 


Impact  on  Fees 

We  are  also  concerned  with  the  impact  of  recommended  changes  in  practice  expense 
calculations  on  surgical  fees.   Our  estimates  show  reductions  averaging  40  percent — 
some  as  deep  as  54  percent  for  the  20  most  frequently  performed  ophthalmic  surgical 
procedures,  should  the  current  formula  be  changed  (see  Attachment  A).  These  further 
cuts  could  result  in  such  low  reimbursement,  that  some  surgeons  instead  of  incurring 
loses,  may  be  unable  to  offer  those  procedures  to  Medicare  patients. 
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We  are  concerned  about  arbitrary  penalties  for  performing  services  in  hospital 
settings.   We  do  not  support  the  current  PPRC  practice  expense  recommendation 
which  penalizes  the  physician  because  a  service  is  performed  outside  of  the 
physician's  office,  regardless  of  the  patient's  medical  condition  or  the  personnel, 
equipment  or  resources  required  for  optimal  patient  care.  Also,  it  does  not  appear  to 
give  adequate  credit  for  the  amount  of  post-operative  care  provided  in  the  surgeon's 
office,  which  is  a  significant  portion  of  the  global  fee. 

We  have  consistently  opposed  "site-of-service"  reductions,  which  began  before  the 
Medicare  Fee  Schedule  was  implemented,  and  were  adopted  as  an  integral  part  of  the 
Fee  Schedule.  This  policy  reduces  the  fee  for  certain  services  performed  in  a  hospital 
setting,  if  claims  data  indicate  than  an  arbitrary  50%  of  the  services  were  performed  in 
a  physician's  office.  The  reduction  taken  is  also  an  arbitrary  50%  off  the  practice 
expense  portion  of  the  fee. 

HCFA  provides  no  exception  to  the  site-of-service  reductions  for  cases  where  it  is  in 
the  best  interest  of  the  patient  to  have  the  service  performed  in  a  hospital  setting.   Nor 
is  there  an  exception  for  expensive  services  where  it  would  be  more  cost  effective  to 
our  medical  system  to  share  the  services  in  a  community  setting  such  as  a  hospital. 

As  a  result  of  HCFA's  current  site-of-service  policy,  we  have  already  seen  a 
proliferation  of  high  cost  diagnostic  and  therapeutic  equipment  being  moved  into 
physician  offices — ultrasound  for  lOL  measurement  and  lasers  for  retinal  surgery  are 
two  recent  examples.   These  repercussions  could  have  the  eventual  effect  of  driving 
up  costs  to  the  system. 

For  these  reasons,  we  urge  Congress  to  resist  making  any  changes  to  the  practice 
expense  factor  in  the  Medicare  Fee  Schedule  at  this  time. 


Assistants  at  Surgery 

We  recommend  that  Congress  repeal  the  rule  prohibiting  payment  for  assistants-at- 
surgery  for  procedures  where  claims  were  filed  for  an  assistant  in  less  than  five 
percent  of  the  cases  performed  nationwide.   The  five  percent  limit  is  arbitrary,  and 
there  is  no  mechanism  to  allow  payment  for  exceptional  cases,  or  the  patient's 
condition.    Further,  it  is  difficult  to  assess  the  actual  utilization  of  assistants,  since 
claims  data  do  not  capture  true  utilization  of  residents. 

We  believe  that  the  President's  budget  proposal,  to  reduce  the  surgeon's  fee  by  the 
amount  paid  to  the  assisting  surgeon,  penalizes  the  surgeon  and  the  patient. 
Although  the  plan  would  allow  additional  payment  in  extraordinary  cases,  it  is  unclear 
how  such  a  mechanism  would  be  implemented.   We  believe  that  assistants-at- 
surgery  should  be  utilized  in  an  appropriate  manner,  providing  an  important  margin  of 
safety  for  the  patient. 

We  believe  the  President's  budget  proposal  is  an  unreasonably  broad  approach,  and 
not  necessary  at  this  time.   HCFA  is  currently  developing  utilization  pattern  monitoring 
which  could  be  effective  in  identifying  individuals  who  might  be  overutilizing  services. 
A  targeted,  educational  approach  is  a  more  effective  and  equitable  means  of 
controlling  over-utilization  than  are  penalties,  and  have  the  added  benefit  of 
preserving  quality  care. 


Physician  Self-Referral 

We  recommend  that  dispensing  eyeglasses  and  contact  lenses  by  ophthalmologists  be 
exempt  from  potential  self-referral  limitations.   These  are  consumer  items,  for  which 
there  is  considerable  market  competition,  and  dispensing  by  ophthalmologists 
contributes  importantly  to  that  competition.   Dispensing  is  currently  regulated  by  the 


259 


Feder£tl  Trade  Commission,  and  various  state  regulatory  agencies,  making  additioneii 
national  regulation  unnecessary. 


National  Health  Reform 

The  American  Academy  of  Ophthalmology  has  adopted  a  series  of  principles  for 
national  health  care.   We  are  also  finalizing  recommendations  for  a  basic  eye  health 
benefit  package.   We  have  attached  our  perspectives  for  the  record. 

While  we  do  not  endorse  any  specific  proposal  at  this  time,  we  believe  that  there  are  a 
number  of  important  principles  which  health  care  legislation  should  include: 

*  Universal  access  to  quality  health  care 

*  Continuation  of  a  pluralistic  financing  system  with  necessary  insurance  reforms 
and  appropriate  patient  cost-sharing 

*  Patients  freedom  to  go  outside  of  a  health  care  plan  to  see  a  physician  of  their 
choice  and  obtain  additional  services  at  their  expense 

*  Medical  doctors  serving  as  the  managers  of  the  delivery  system  as  well  as  the 
providers  of  the  care 

*  Coverage  of  basic  benefits  including  medical  and  surgical  eye  care  and 
preventive  sen/ices,  but  excluding  refractions/eyeglasses  except  for  indigent 
children 

*  Direct  access  to  ophthalmologists  for  primary  (entry  level)  eye  care 

*  A  sound  approach  to  budgetary  accountability  within  the  context  of  national 
health  care  expenditures 

*  A  reallocation  of  funds  to  ensure  appropriate  expenditures  for  outcomes 
assessment,  guideline  development,  and  dissemination  to  assist  in  their  proper 
use,  with  active  involvement  of  physician  organizations 

*  The  representation  of  physicians,  including  medical  specialists,  during  the 
development  and  operation  of  any  new  delivery  system 

*  Malpractice  reform 

*  Administrative  simplification 

*  Adequate  funding  for  physician  training. 


Summary 

In  summary,  we  recommend  that  Congress  maintain  the  current  Medicare  Fee 
Schedule  formula  for  calculating  practice  expenses.  We  further  recommend  repealing 
the  "five  percent"  rule  on  assistants-at-surgery,  and  allow  payment  for  assisting 
surgeons  without  fee-splitting. 

Finally,  we  present  our  principles  for  national  health  care  as  an  indication  of  our 
interest  in  being  active  participants  in  this  important  debate. 

Thank  you  for  the  opportunity  to  express  our  views. 
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MTACHMENT  A 


Comparison  of  Top  20  Ophthalmic  Procedures 

Estimated  Average  Medicare  Fee  Schedule 

Amounts  for  1996  and  Estimated  Amounts  if  Practice  Expenses 

Calculated  on  a  "Resource-Based  Model" 


CFT  DESCRIPTION         CURR.'96       POSS. '96       DIFFER.   H  CHANGE 

FEE  SCHED.   FEE  SCHED. 
(Est.)  (Est.) 

65730         Corneal 

Transplant  $1236 

65750  Trans. 

In  Aphakia     1288 

65855  Laser  Trabec.  500 

66170  Trabeculectomy  789 

66625  Peripheral  Irld.  481 

66761  Laser  Iridotomy  439 

66821    YAG 

Capsulotomy     327 

66930    Removal  of  Lens 

Lesion         520 

66983  Intracap.  Catar. 
with  lOL        695 

66984  Extracap.  Catar. 
with  lOL        942 

66985  Secondary 
Implant        679 

67005    Partial 

Vitrectomy      948 

67010    Partial 

Vltrectomy- 
Mechanical      903 

67036    Vitrectomy, pars 

plana         1357 

67107    Scleral 

buckling       1177 

67210    Laser,  focal     621 


$735 

-$503 

41% 

767 

-521 

40 

288 

-212 

42 

703 

-86 

11 

320 

-161 

33 

224 

-215 

49 

159 

-168 

51 

479 

-41 

8 

543 

-352 

39 

607 

-335 

36 

479 

-200 

29 

415 

-533 

56 

415 

-488 

54 

703 

-654 

48 

863 

-314 

27 

575 

-46 

7 
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CPT      DESCRIPTION    CURR.'96   P0SS.'96   DIFFER.  \   CHlkNGE 

FEE  SCHED.  FEE  SCHED. 
(Est.)     (Est.) 


67228     Laser  PR?        728        767    +  39     +5 


67904    Ptosis 

resection       611       383    -228     37 

67917    Blepharoplasty, 

extensive       469       351   -118     25 


67924    Blepharoplasty, 

wheeler         459       351    -108     24 


262 


MTACHMENT  B 


American  Academy  of  Ophthalmology 

Perspectives  on  Health  Care  Reform 

1993 


Introduction 

The  American  Academy  of  Ophthalmology  believes  that  significant  changes  are 
needed  to  ensure  access  to  quality  health  care  for  all  Americans.  The  Academy 
welcomes  the  opportunity  to  join  with  others  to  help  fashion  effective  changes  that 
will  address  critical  health  care  reform  issues  as  well  as  promote  the  delivery  of 
quality  eye  care  to  all  Americans. 

All  of  the  comprehensive  reform  proposals  that  have  been  offered  to  date  involve 
complex  tradeoffs  that  will  have  important  effects  on  physician-patient  relationships. 
Ophthabnologists  continue  to  seek  solutions  that  protect  the  welfare  of  their  patients. 

Current  proposals  that  have  been  introduced  as  Congressional  legislation  do  not 
directly  address  many  of  the  important  questions  that  will  need  to  be  resolved  in 
order  to  determine  the  actual  impact  of  such  proposed  reforms  on  the  delivery  of  eye 
care  in  the  United  States.  For  this  reason,  the  Academy  has  elected  not  to  endorse 
any  specific  legislative  proposal  at  present. 

The  Academy  does  believe  that  there  are  a  number  of  important  principles  which 
upcoming  reform  legislation  should  include: 

*  Universal  access  to  quality  health  care 

*  Continuation  of  a  phraUstic  financing  system  with  necessary  insurance 
reforms  and  appropriate  patient  cost-sharing 

*  Patient  freedom  to  go  outside  of  a  health  care  plan  to  see  a  physician  of 
their  choice  and  obtain  additional  services  at  their  expense 

*  Medical  doctors  serving  as  the  managers  of  the  delivery  system  as  well  as 
the  providers  of  the  care 


* 


Coverage  of  basic  benefits  including  medical  and  surgical  eye  care  and 
preventive  services,  hut  excluding  refractionsleyeglasses  except  for  indigent 
children 
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*  Direct  access  to  ophthalmologists  for  entry  level  eye  care 

*  A  sound  approach  to  budgetary  accountability  within  the  context  of  national 
health  care  expenditures 

*  A  reallocation  of  funds  to  ensure  appropriate  expenditures  for  outcomes 
assessment,  guideline  development,  and  dissemination  to  assist  in  their 
proper  use,  with  active  involvement  of  physician  organizations 

*  The  representation  of  physicians,  including  medical  specialists,  during  the 
development  and  operation  of  any  new  delivery  system 

*  Malpractice  reform 

*  Administrative  ampUfication 

*  Adequate  funding  for  physician  training 

Access  to  Care 

Any  aedible  proposal  for  health  care  reform  must  embody  a  conaete  plan  to  ensure 
timely  access  of  every  American  to  quality  health  care  services.  If  reform  proceeds 
toward  universal  access  in  a  defined  series  of  inaemental  steps,  ophthalmologists  will 
continue  to  honor  their  professional  responsibility  to  ensure  that  necessary  care  is 
rendered  to  their  patients  without  regard  to  the  ability  to  pay. 

The  Academy  is  already  a  leader  in  providing  important  eye  care  services  for  those 
who  may  have  otherwise  gone  without.  The  National  Eye  Care  Project  (NECP),  a 
public  service  program  sponsored  by  the  state  ophthahnological  societies  and  the 
Academy,  has  worked  to  reduce  the  number  of  blinding  eye  diseases  which  occur  in 
the  65  and  older  population  —  the  segment  of  the  population  in  which  50  percent  of 
new  cases  of  blindness  will  develop  each  year.  Through  an  NECP  network  of  over 
7,400  volunteer  physicians,  eligible  seniors  have  been  provided  comprehensive 
medical  examinations  of  the  eye  at  no  cost. 

Similarly,  through  the  National  Eye  Health  Education  Program  (NEHEP),  the 
Academy,  working  in  partnership  with  the  National  Eye  Institute  (NEI)  and  other 
private  and  public  organizations,  has  targeted  high  risk  groups  for  eye  health 
education  programs  which  encourage  early  detection  and  timely  treatment  of 
glaucoma  —  the  leading  cause  of  blindness  in  older  adults  and  African  Americans 
over  the  age  of  40  —  and  diabetic  eye  disease  —  eye  complications  that  threaten  the 
eyesight  of  14  million  Americans  with  diabetes. 
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The  Academy  recommends  its  NECP  program  and  endorses  the  NEHEP  as  models 
suitable  for  use  by  other  medical  organizations. 

Notwithstanding,  the  Academy  believes  that  true  reform  must  embody  universal 
access  to  care  as  a  minimum  criterion  for  "success".  Such  access  must  be 
accompanied  by  a  £air  system  that  provides  equitable  compensation  for  services 
rendered. 

Insurance  reforms  should  include  the  elimination  of  barriers  to  coverage  such  as  pre- 
existing conditions,  experience  rating,  and  other  mechanisms  that  limit  access, 
especially  to  small  groups.  Individuals  should  have  "portable"  insurance  coverage 
that  is  not  tied  to  a  sptd&c  employer,  and  die  employees  should  have  a  dioice  of 
health  plans  as  well  as  providers. 


Thg  Objectiyes  of  the  Health  Care  financipg  System 

All  reform  proposals  presently  being  considered  imply  significant  changes  in  the 
structure  of  the  Nation's  current  public  and  private  healdi  care  financing  systems. 
The  Academy  supports  continuation  of  a  pluralistic  financing  system  which  reflects 
the  diversity  of  patient  need  and  geographic  distribution.  Such  a  system  could 
incorporate  competitive  managed  care  plans. 

In  recent  years,  private  insurance  markets  have  acted  to  exclude  firom  insurance 
coverage  many  who  need  care  most.  And  the  proliferation  of  competing  private 
insurance  and  utilization  review  systems  has  aeated  confusing,  costly  and 
contradictory  administrative  and  paperwork  requirements  through  which  physicians 
must  pass  in  order  to  provide  needed  care. 

For  these  reasons,  die  Academy  does  not  believe  diat  reforms  based  on  continuation 
of  a  pluralistic  financing  system  can  succeed  unless  they  are  accompanied  by  reforms 
that  eliminate  competition  by  risk  selection,  reduce  the  proliferation  of  healtii  plans 
and  of  competing  standards  of  care,  and  simplify  administrative  requkements. 

Federal  involvement  may  set  insurance  parameters,  limit  the  number  of  competmg 
plans  and  define  a  basic  benefit  package  in  order  to  assure  universal  access,  but 
patients  should  have  the  freedom  to  purchase  supplemental  coverage,  and  to  go 
"outside"  of  dieir  plan  to  see  die  physician  of  their  choice  and/or  to  seek  additional 
services  at  their  own  expense. 
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The  Scope  of  Health  and  Eye  Care  Benefits 

The  American  public  expects  and  deserves  appropriate,  qualified  medical  care.  The 
Academy  believes  that  entry  level  care  of  the  eye  should  be  viewed  similarly  to 
primary  medical  care  of  any  other  organ  systems  of  the  body.  Ophthalmologists  are 
medically  trained  physicians  who  are  available  and  uniquely  qualified  to  provide  this 
care  to  the  public.  All  health  plans  should  provide  patients  with  access  to  an 
ophthahnologist  as  a  primary  care  provider  or  an  ophthalmologist  as  a  direct 
supervisor  of  their  primary  eye  care. 

The  Academy  believes  that  a  reasonable  starting  point  for  eye  care  benefits  includes: 

necessary  medical  and  surgical  eye  care,  including  consultant  and 
referral  services,  inpatient  and  outpatient  hospital  and  other  necessary 
ambulatory  facility  services,  diagnostic  eye  services  and  tests, 
diagnostic  laboratory  and  diagnostic  and  therapeutic  radiologic  services, 
emergency  health  services,  and  eye  examinations  to  determine  the  need 
for  visual  conection  for  indigent  children. 

Basic  benefits  should  include  access  to  necessary  primary  as  well  as  subspecialty  eye 
care. 

The  American  Academy  of  Ophthalmology  has  adopted  recommendations  for  a 
minimum  preventive  eye  care  package  (attached)  that  should  be  included  in  a  basic 
benefit  plan. 

Preventive  eye  care  should  also  include  employer  responsibility  to  cover  the  cost  of 
job-related  eye  protection  (goggles,  and  other  protective  items  required  by  OSHA, 
etc.). 

To  the  extent  that  benefits  would  be  provided  under  network-based  delivery  systems 
that  feature  restrictions  on  referral  to  professional  services,  the  Academy  is  strongly 
opposed  to  restrictions  that  would  deny  patients  direct  access  to  ophthalmologists  for 
entry  level  eye  care  services.  Ophthalmologists  are  the  only  professionals  trained  to 
manage,  treat  and  appropriately  refer  patients  with  vision  care  problems  and  eye 
diseases^  The  Academy  recognizes  that  there  may  be  a  need  to  integrate  the 
provision  of  eye  care  with  other  professionals  such  as  optometrists. 

In  light  of  the  prohibitive  cost,  adult  eyeglasses  or  cosmetic  contact  lenses  should  not 
be  part  of  a  basic  plan,  but  might  be  offered  as  a  supplemental  option. 
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Mechanisms  to  Control  the  Rate  of  Growth  of  Health  Care  Costs 

Ophthalmology  is  prepared  to  work  with  government  and  private  entities  in 
developing  an  effective  strategy  for  cost-containment  which  ensures  the  availability 
of  quality,  cost-effective  care  that  is  based  on  the  needs  of  the  patient  and  the 
judgement  of  the  physician.  In  particular,  the  Academy  believes  that  efforts  should 
focus  on  patient  education,  preventive  care,  the  evaluation  of  new  technologies,  the 
reassessment  of  old  technologies  and  the  development  of  multidisciplinary  teams  to 
provide  integrated  care. 

The  Academy  is  concerned  about  the  potential  negative  effects  of  'global'  health 
budgets  that  are  arbitrarily  devised  and  not  based  on  the  recognition  of  new 
technologies,  growth  of  population  segments  requiring  special  care  i.e.  elderly, 
additional  government  mandates  and  requirements  and  uncontrollable  factors  such  as 
epidemics. 

Current  proposals  appear  to  assume  that  the  "right"  amount  of  national  spending  for 
health  care  can  be  determined.  It  is  possible  that  such  global  budgeting  schemes 
could  reduce  quality  patient  care  by  severely  reducing  incentives  for  technological 
advances,  could  accelerate  the  closing  of  vulnerable  urban  and  rural  health  care 
facilities  and  could  reduce  access  through  longer  waits  for  services  or  other  forms  of 
rationing.  Moreover,  such  budgets,  when  inappropriately  linked  with  so-called 
gatekeepers,  could  act  to  limit  patient  access  to  needed  specialized  care. 

For  similar  reasons,  the  Academy  does  not  support  regulatory  measures  that  would  tie 
health  spending  to  arbitrary  standards,  such  as  a  designated  percentage  of  the  GNP, 
unrelated  to  the  true  cost  of  providing  needed  care  to  our  citizens. 

The  Academy  believes  that  the  cost  of  health  care  is  driven  by  the  underlying  cost  of 
the  scope  and  volume  of  services  rendered  to  patients.  In  many  cases,  the  base  of 
knowledge  about  the  clinical  efficacy  and  cost  effectiveness  of  diagnostic  and 
therapeutic  alternatives  is  less  dian  optimal  and  may  result  in  an  escalation  in  the  cost 
of  care. 

For  this  reason,  the  Federal  government's  central  role  in  basic  biomedical  research 
should  continue  and  should  include  assessment  of  die  relative  clinical  efficacy  and 
potential  cost  effectiveness  of  new  modalities  of  care  generated  &om  basic  research. 
Such  research  should  be  complemented  by  funding  for  outcomes  assessment  and 
guidelines  development  with  respect  to  present  clinical  practices. 

In  addition  to  fostering  such  research,  the  Federal  government  should  take  a  leading 
role  in  the  development  and  operation  of  mechanisms  to  promote  dissemination  of 
research  findings  among  clinical  practitioners.  The  Academy  believes  strongly. 
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however,  that  the  ultimate  responsibility  for  the  evaluation  of  scientific  and  clinical 
issues  in  medicine  rests  with  the  professional  medical  societies.  The  Academy  has 
taken  a  pro-active  role  in  this  arena  by  developing  a  series  of  Prefened  Practice 
Patterns  for  key  ophthalmic  clinical  entities. 

At  the  same  time,  many  factors  in  society  outside  the  direct  control  of  physicians  ~ 
from  patient  lifestyles  and  administrative  burdens  to  the  legal  environment  in  which 
medicine  is  practiced  —  needlessly  inaease  the  nature  and  scope  of  care  provided. 
The  Academy  believes  that  the  cost  containment  approaches  embodied  in  health  care 
reform  must  concentrate  on  addressing  these  underlying  determinants  of  cost.  Issues 
regarding  first  dollar  coverage,  cost-sharing,  and  means-testing  should  also  be 
examined. 

The  Academy  recognizes  that  aeating  a  health  care  financing  system  that  will 
contain  costs  may  produce  significant  changes  in  the  economic  organization  of 
medicine  —  including  changes  that  many  physicians  and  patients  may  find 
unwelcome.  To  the  extent  that  proposals  for  reform  involve  inaeased  economic 
regulation  by  public  bodies  or  private  health  plans,  the  Academy  believes  that 
designers  of  such  schemes  should  be  mindful  of  the  consequences  of  different 
approaches  on  the  availability  of  quality  eye  care. 

Should  national  or  regional  governing  boards  be  developed  to  address  such  issues  as 
cost  containment,  guidelines  development  or  utilization  review,  direct  representation 
of  physicians,  including  medical  specialties,  must  be  assured.  The  Academy  believes 
that  such  representation  should  at  minimum  reflect  a  diversity  in  medical  specialties 
and  professional  practice,  i.e.  solo  practitioners,  group  practitioners,  academicians  as 
well  as  a  minimum  level  of  recent  professional  involvement  in  patient  care. 

It  is  essential  that  managed  care  systems  maintain  a  primary  role  for  physicians  in  the 
clinical  management  of  patients.  The  fundamental  driving  force  in  any  health  care 
system  should  be  the  patient's  health  care  needs  and  the  maintenance  of  the 
physician-patient  relationship  in  order  to  assure  that  patient  needs  are  met  in  a  timely 
manner. 

The  Federal  government  also  should  take  immediate  action  to  relieve  our  health  care 
system  of  the  unnecessary  costs  generated  by  excessive  malpractice  litigation.  The 
Academy  strongly  supports  reform  measures  advocated  by  the  American  Medical 
Association  to  alleviate  this  crisis. 

All  private  and  public  plans,  including  the  Medicare  program,  should  be  required  to 
contribute  toward  underwriting  the  cost  of  graduate  medical  training  since  everyone 
will  benefit  from  maintaining  quality  training  programs. 
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In  summaiy,  the  Academy  believes  that  "cost  containnient''  is  not  an  end  in  itself,  but 
rather  a  means  by  which  we  as  a  society  can  ensure  universal  access  of  our  citizens 
to  quality  health  care,  including  medical,  surgical  and  preventive  eye  care. 

The  Academy  is  hopeful  that  if  reforms  are  adopted  that  give  the  American  people 
confidence  that  their  resources  are  being  well  spent,  we  as  a  Nation  will  be  willing  to 
spend  what  is  needed  to  assure  access  to  quality  professional  eye  care  for  all  of  our 
citizens. 


Developed  by  the  Federal  Economic  Policy  Committee,  12/92 
Approved  by  the  Secretariat  for  Federal  Affairs,  1/1^93 
Approved  by  the  Board  of  Trustees,  2/20/93 


Attachment:    Priorities  of  the  American  Academy  of  Ophthalmology's 
Preventive  Eye  Care  Package 
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Priorities  of  the  American  Academy  of 
Ophthalmology 
Preventive  Eye  Care  Package 


Diabetic  Retinopathy 


Patients  with  diabetes  are  at  high  risk  for  developing  diabetic  retinopathy,  a 
proliferation  of  blood  vessels  in  the  eye  which  causes  blindness  if  not 
diagnosed  and  treated  early  in  the  progression  of  the  condition,  therefore: 

Patients  with  juvenile  diabetes  (Type  I)  should  begin  an  annual 
comprehensive  eye  exam  within  five  years  after  onset,  and; 

Patients  with  adult  onset  diabetes  (Type  II)  should  have  a 
comprehensive  eye  exam  at  the  tune  of  diagnosis  and  on  an 
annual  basis  thereafter. 


Glaucoma 


Glaucoma,  elevated  intraocular  pressure  that  damages  the  optic  nerve  causing 
blindness,  if  detected  early,  can  be  treated  to  arrest  or  to  minimize  the  loss  of 
sight;  therefore: 

African  Americans,  who  are  at  higher  risk  for  developing 
glaucoma,  with  onset  of  optic  nerve  damage  at  an  earlier  age 
and  more  sevae  damage  at  the  time  of  detection,  should 
receive: 

Between  the  ages  of  20-39  years  a 
comprehensive  eye  evaluation  with  attention  to 
measurement  of  optic  nerve  status  and 
mtraocular  pressure  every  3-5  years. 

Between  the  ages  of  40-64  years  a 
comprehensive  eye  evaluation  with  attention  to 
measurement  of  optic  nerve  status  and 
intraocular  pressure  at  appropriate  intervals. 

All  others  should  receive  a  comprehensive  eye  exam  at 
appropriate  intervals,  which  will  depend  on  their  age,  family 
history,  presence  of  systemic  disease  or  other  risk  factors  for 
glaucoma. 
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Eve  Screening  for  Odldrpn 

Children  are  susceptible  to  many  correctable  eye  conditions  such  as 
strabismus,  amblyopia  (lazy  eye)  and  refractive  errors.  Detection  of  these 
conditions  in  tiie  preschool  age  child  allows  for  proper  conection  of  these 
conditions  tiiat,  if  left  uncorrected  for  even  a  few  years,  can  permanentiy 
affect  a  person's  ability  to  see,  tiierefore: 

All  children  should  have  vision  exams  prior  to  entering  school, 
preferably  at  approximately  3  and  5  years  of  age. 

*  These  are  considered  minimal  recommendations  for  preventive  eye  care:  please  refer  to  the  Academy's 
comprehensive  preventive  eye  care  services  package  for  complete  information. 

Chairman  Stark,  Thank  you,  Dr.  Jensen. 
Dr.  Wallace. 

STATEMENT  OF  KJi.  WALLACE,  MX).,  CHAIRMAN,  BOARD  OF 
CHANCELLORS,  AMERICAN  COLLEGE  OF  RADIOLOGY;  AC- 
COMPANIED BY  JAMES  MOREFIELD,  M.D.,  PRESIDENT 

Dr.  Wallace.  Thank  vou,  Mr.  Chairman. 

My  name  is  KK.  Wallace.  I  am  a  radiologist  from  Charlottesville, 
Va.  1  serve  as  chairman  of  the  board  of  chancellors  of  the  American 
College  of  Radiology. 

Wiwi  me  today  also  is  Dr.  James  Morefield  of  Sacramento,  who 
is  the  president  of  the  American  College  of  Radiology. 

I  am  pleased  to  present  the  following  testimony  related  to  the 
1994  Medicare  budget. 

The  ACR  is  concerned  that  the  administration's  1994  budget  def- 
icit proposals  are  ill-conceived  and  fail  to  address  the  problems  that 
administration  claims  are  inherent  in  the  Medicare  payment  sys- 
tem. 

The  most  egregious  proposal  in  the  budget  would  bundle  pay- 
ments for  radiolo^,  anesthesiology,  and  pathology  into  single  pay- 
ments based  on  diagnosis-related  groups.  We  are  surprised  that  the 
administration  has  chosen  this  failed  proposal  from  a  previous  ad- 
ministration to  include  in  the  current  budget. 

The  Congress  has  rejected  this  notion  on  several  occasions,  in- 
cluding proposals  in  1965,  1972,  and  1987.  Afler  your  deliberation 
of  the  RAPs  idea  in  1987,  you  adopted  a  provision  in  the  law  that 
specifically  prohibits  implementing  such  a  system.  We  strongly 
urge  you  to  reject  this  proposal  for  the  fourth  time. 

The  administration  claims  the  justificatiori  for  the  RAPs  DRG 
proposal  is  overutilization  and  increased  utilization  of  radiology 
services  in  the  inpatient  hospital  setting,  and  it  attributes  the  in- 
crease to  radiologists.  This  contention  ignores  the  facts. 

Data  from  the  Health  Care  Financing  Administration  shows  that 
the  extraordinary  increase  in  the  volume  of  services  in  radiology  in 
the  inpatient  hospital  setting  is  not  attributable  to  radiologists,  but 
to  nonradiologists  performing  radiology  services.  Virtually  all  radio- 
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logical  procedures  performed  by  radiologists  are  ordered  by  refer- 
ring physicians. 

Tne  larger  increases  in  radiology  services  have  taken  place  in  the 
outpatient  and  office  settings.  Further,  we  note  that  the  increase 
in  utilization  of  radiology  services  has  occurred  because  of  the  inci- 
dence of  self-referral  by  nonradiologists  for  diagnostic  testing  and 
treatment. 

We  are  pleased  that  you  have  recognized  an  important  facet  of 
the  self-referral  problem  and  have  attempted  to  pass  legislation 
which  would  bar  physician  referrals  to  facilities  in  which  they  have 
ownership  interest.  For  almost  a  decade,  the  ACR  has  raised  this 
issue,  and  we  are  pleased  that  recognition  of  this  program  has  now 
garnered  almost  universal  acceptance.  But  this  is  only  part  of  the 
problem. 

Based  upon  Medicare  data  and  peer-reviewed  studies,  we  find 
that  the  growth  in  self-referral  by  nonradiologists  has  been  sub- 
stantial. We  believe  that  medicine  and  the  Congress  must  address 
this  utilization  problem  which  has  significant  budget  implications. 

Where  there  is  inappropriate  utilization,  we  stand  ready  to  de- 
fine a  system  to  eliminate  it.  Work  has  begun  on  such  a  system. 
To  complete  this  work,  we  are  willing  to  expend  the  same  efforts 
and  resources  as  we  did  in  developing  a  fee  schedule  for  Medicare 
payment. 

We  believe  we  are  uniquely  positioned  in  the  health  care  delivery 
system  to  develop  patient  care  guidelines  for  diagnostic  imaging 
and  therapeutic  radiology.  Because  of  our  consultative  role  in  medi- 
cine, we  see  patients  only  on  referral,  and  therefore  conflict  of  in- 
terest is  avoided. 

One  way  to  address  this  problem  is  through  the  development  of 
diagnostic  patient  care  guidelines.  These  guidelines  would  identify 
what  procedures  are  most  beneficial  to  patients.  The  guidelines 
could  also  identify  which  procedures  might  be  more  cost-effective. 

We  believe  that  such  gfuidelines  would  produce  significant  sav- 
ings in  the  health  care  system  with  no  negative  impact  on  the  qual- 
ity of  care  given  patients.  We  also  believe  that  such  a  system  would 
provide  the  most  appropriate  care  by  physicians  who  are  best 
trained  to  provide  the  care. 

It  is  essential  that  any  system  of  patient  care  guidelines  be  un- 
ambiguous, so  there  can  be  easy  compliance  and  monitoring. 

If  such  a  system  of  guidelines  is  to  be  effective,  there  must  be 
meaningful  reform  of  the  professional  liability  environment.  Many 
States  have  adopted  changes  in  their  laws  to  reform  professional 
liability,  and  we  urge  the  Congress  to  consider  assisting  this  effort. 

We  also  urge  you  to  adopt  changes  in  the  fraud  and  abuse  laws, 
which  will  make  enforcement  of  these  laws  easier  and  more  mean- 
ingful, and  we  support  the  chairman's  legislation  which  would  ac- 
complish this. 

The  ACR  believes  that  these  ideas  are  realistic  recommendations 
to  deal  with  the  problems  of  cost  and  overutilization  of  radiology 
services.  Simply  bundling  RAP  payments  does  nothing  to  address 
the  issues  of  inappropriate  utilization  of  services,  nor  does  it  pro- 
vide any  safeguard  to  assure  patients  have  access  to  the  most  ap- 
propriate care. 
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The  ACR  has  a  proven  track  record  of  working  with  this  sub- 
committee, the  Congress,  and  the  Health  Care  Financing  Adminis- 
tration to  develop  meaningful  changes  in  the  physician  payment 
system. 

We  look  happy  to  working  with  the  Congress  and  the  Adminis- 
tration to  address  concerns  with  the  health  care  system.  We  will 
be  happy  to  supply  data  concerning  our  ideas  for  your  review.  Our 
proposals  will  address  your  deficit  reduction  goals  in  a  more  appro- 
priate way  than  those  submitted  by  the  administration. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  follows:] 
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Statement  of  the 
American  College  of  Radiology 

before 
the  Subcommittee  on  Health 
U.S.  Houie  of  Repreientativa  Ways  and  Meani  Committee 
March  2S,  1993 


The  American  College  of  Radiology  is  pleased  to  present  the  following 
testimony  for  the  record  of  the  Ways  and  Means  Committee  Subcommittee  on 
Health  on  issues  related  to  the  1994  Medicare  Budget. 

The  Administrations  budget  for  federal  fiscal  year  1994  contains 
recommendations  for  further  significant  reductions  in  federal  spending  for 
Medicare.  The  ACR  is  concerned  that  these  deficit  reduction  proposals  are  ill- 
conceived  and  fail  to  address  the  problems  the  administration  claims  are 
inherent  in  the  Medicare  payment  system.  The  budget  proposals  ignore  the 
tremendous  efforts  of  medical  groups,  such  as  the  ACR.  who  have  worked  in 
good  faith  with  the  Congress  to  address  cost  and  payment  concerns  with  the 
Medicare  program. 

The  ACR  has  a  proven  track  record  of  working  with  this  subcommittee,  the 
Congress  and  the  Health  Care  Financing  Administration  to  develop  meaningful 
changes  to  the  physician  payment  system.  We  expended  tremendous  efforts 
and  resources  to  develop  a  fee  schedule  and  a  methodology  for  appropriate 
changes  and  modifications  to  it.  We  are  pleased  to  note  that  much  of  our 
methodology  for  updating  relative  values  was  incorporated  by  the  American 
Medical  Association  in  its  system  for  reviewing  relative  values  and  we  are 
pleased  to  participate  with  the  rest  of  medicine  in  that  process. 

The  Administration  now  proposes  to  ignore  these  sincere  efforts  on  the  part  of 
medicine.  We  believe  the  budget  recommendations  would  have  the  effect  of 
canceling  our  collective  efforts  to  reform  the  physician  payment  system. 
Further,  we  believe  that  these  recommendations  are  premature.  Based  on  the  ■ 
most  current  data  on  volume  performance  standards,  there  seems  to  be  a 
moderation  in  increases  in  physician  payments  in  the  Medicare  program. 

The  most  egregious  proposal  in  the  budget  recommendations  is  that  which 
again  recommends  bundling  payments  for  radiology,  anesthesiology  and 
pathology  into  single  payments  based  on  diagnosis-related  groups.  We  are 
surprised  that  the  Administration  has  chosen  this  failed  ill-conceived  proposal 
from  the  previous  Administration  to  include  in  its  current  Medicare  budget 
recommendations. 

The  Congress  has  rejected  this  notion  on  several  occasions  including  proposals 
in  1965,  1972  and  1987,  After  your  deliberation  of  the  RAPs  idea  in  1987,  you 
adopted  a  provision  in  the  law  that  specifically  prohibits  implementing  such  a 
system.  We  strongly  urge  you  to  reject  this  proposal  for  the  fourth  time. 

The  Administration  claims  the  justification  for  the  RAPs  DRG  proposal  is  over- 
utilization  and  increased  utilization  of  radiology  services  in  the  in-patient 
hospital  setting  and  attributes  the  increase  to  radiologists.  This  contention 
ignores  the  facts.  Data  from  the  Health  Care  Financing  Administration  shows 
that  extraordinary  increases  in  volume  of  services  in  radiology  in  the  in- 
patient hospital  setting  is  not  attributable  to  radiologists,  but  to  non- 
radiologists  performing  radiology  services.  Virtually  all  radiological 
procedures  performed  by  radiologists  are  ordered  by  referring  physicians. 
Secondly,  the  larger  increases  in  radiology  services  have  taken  place  in  the 
out-patient  and  office  setting.  Further,  we  note  that  the  increase  in  utilization 
of  radiology  services  has  occurred  because  of  the  incidence  of  self -referral  by 
non-radiologists  for  diagnostic  testing  and  treatment. 

We  are  pleased  that  the  chairman  of  the  subcommittee  has  recognized  an 
important  facet  of  the  self-referral  problem  and  for  several  years  has 
attempted  to  pass  legislation  which  would  bar  physician  referrals  to  facilities 
in  which  they  have  ownership  interest.  For  almost  a  decade,  the  ACR  has 
raised  this  issue  and  we  are  pleased  that  recognition  of  this  problem  has  now 
garnered  almost  universal  acceptance.  The  ACR  is  pleased  to  have  played  a  role 
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in  the  AMA's  adoption  of  a  policy  statement  which  addressed  the  abuse  of  these 
self-referral  arrangements.  We  hope  that  1993  will  be  the  year  that  the 
chairman  is  successful  in  securing  passage  of  legislation  addressing  joint 
venture  self-referral.  But,  this  is  only  a  part  of  the  problem. 

Based  on  Medicare  data  and  peer-reviewed  studies,  we  find  that  joint  venture 
self-referral  is  only  a  small  portion  of  the  self-referral  problem.  The  growth 
of  self-referral  by  non-radiologists  has  been  substantial.  We  believe  that 
medicine  and  the  Congress  must  address  this  utilization  problem  which  would 
result  in  significant  budget  savings. 

Where  there  is  inappropriate  utilization,  we  stand  ready  to  define  a  system  to 
eliminate  it.  Work  has  begun  on  such  a  system.  To  complete  this  work,  we  are 
willing  to  expend  the  same  efforts  and  resources  as  we  did  in  developing  a  fee 
schedule  for  Medicare  payment.  We  believe  we  are  uniquely  positioned  in  the 
health  care  delivery  system  to  develop  patient  care  guidelines  for  diagnostic 
imaging  and  therapeutic  radiology.  Because  of  our  consultative  role  in 
medicine,  we  take  patients  on  referral  and  therefore  conflict  of  interest  is 
avoided. 

One  way  to  address  this  problem  is  through  the  development  of  diagnostic 
patient  care  guidelines.  These  guidelines  would  identify  what  procedures  are 
most  beneficial  to  patients.  Guidelines  also  could  identify  which  procedures 
are  most  cost-effective.  We  believe  such  guidelines  would  produce  significant 
savings  in  the  health  care  system  with  no  impact  on  the  quality  of  care  given 
patients.  We  also  believe  that  such  a  system  would  provide  for  the  most 
appropriate  care  by  physicians  who  are  best  trained  to  provide  the  care.  It  is 
essential  that  the  system  of  patient  care  guidelines  be  unambiguous  so  there 
can  be  easy  compliance  and  monitoring. 

There  must  also  be  meaningful  reform  of  the  professional  liability 
environment  if  guidelines  are  to  work.  Many  states  have  adopted  changes  in 
the  law  to  reform  professional  liability  and  we  urge  the  Congress  to  do  the 
same.  We  also  urge  you  to  adopt  changes  in  the  fraud  and  abuse  laws  which 
will  make  enforcement  of  these  laws  easier  and  more  meaningful,  and  we 
support  the  chairman's  efforts  in  this  regard.. 

The  ACR  believes  these  ideas  are  realistic  recommendations  to  deal  with 
problems  of  cost  and  over -utilization  of  radiology  services.  Simply  bundling 
RAP  payments  does  nothing  to  address  the  issues  of  inappropriate  utilization  of 
services  nor  does  it  provide  any  safeguards  to  assure  patients  have  access  to 
the  most  appropriate  care. 

Our  second  major  concern  with  the  President's  budget  proposals  is  the 
recommendation  to  arbitrarily  change  the  updates  for  Medicare  physician 
payment.  The  RBRVS  fee  schedule  was  adopted  to  correct  perceived  inequities 
in  physician  payment.  We  believe  it  is  inappropriate  to  change  the  system  of 
updates  which  would  effectively  change  the  basis  of  a  fee  schedule  that  is  not 
fully  implemented  and  is  still  in  the  process  of  refinement. 

The  Congress,  the  previous  administration  and  the  medical  community 
expended  considerable  time,  money  and  effort  working  together  to  develop  a 
payment  system  for  physicians  that  addressed  perceived  inequities  in  payment 
among  physicians  and  among  different  localities  across  the  country.  Even 
though  this  fee  schedule  is  only  half  way  through  the  process  of 
implementation,  several  proposals  from  the  administration  involve  changes 
which  would  completely  destroy  the  basis  of  the  fee  schedule. 

There  are  lingering  problems  with  the  Medicare  fee  schedule  including  the 
previous  administration's  contention  of  a  behavioral  offset  in  response  to 
changes  in  payments.  We  recommend  fixing  the  remaining  problems  with  the 
fee  schedule  rather  than  throwing  it  out  and  starting  over. 

The  ACR's  third  concern  with  the  budget  proposal  is  related  to  funding  for 
training  physicians.  We  believe  it  is  inappropriate  to  arbitrarily  decide  that 
funding  for  training  specialists  should  be  reduced.  The  need  for  specific 
specialists  should  be  based  on  need  and  not  perception.  Changing  the  supply  of 
specific  specialties  is  not  a  panacea  for  eliminating  inappropriate  utilization 
of  medical  services.  It  is  more  appropriate  to  determine  need  for  services  and 
provide  sufficient  numbers  of  specialists  to  meet  those  needs.  This  will  also 
allow  for  provision  of  the  most  appropriate  care  by  the  best  qualified 
physician. 

In  addition  to  the  specific  problems  we  have  with  the  Administration's  budget 
proposals,  there  is  a  general  observation  to  make  regarding  Medicare  budget 
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considerations.  We  question  the  appropriateness  of  discussing 
recommendations  for  policy  changes  in  the  Medicare  program  when  the 
administration  has  not  yet  completed  its  worlc  on  the  anticipated  plan  for 
reform  of  the  health  care  delivery  system.  Some  of  the  Presidents  budget 
proposals  raise  policy  issues  that  may  be  incongruent  -with  proposals  for 
health  care  system  reform. 

We  will  be  happy  to  supply  data  concerning  our  ideas  for  your  review.  Our 
proposals  will  address  your  deficit  reduction  goals  in  a  more  appropriate  way 
than  those  submitted  by  the  administration. 

As  we  have  in  the  past,  the  ACR  looks  forward  to  working  with  the  Congress 
and  the  administration  to  address  concerns  with  the  health  care  system. 

Chairman  Stark.  Thank  you  very  much. 
Dr.  McDermott. 

STATEMENT  OF  PETER  L.  McDERMOTT,  MJ).,  PRESmENT, 
AMERICAN  SOCIETY  OF  ANESTHESIOLOGISTS 

Dr.  Peter  McDermott.  Thank  you,  Mr.  Chairman. 

I  am  Peter  McDermott,  an  anesthesiologist  in  private  practice  in 
Camarillo,  Cahf.,  and  I  appreciate  the  opportunity  to  be  here  today. 

For  reasons  we  cannot  understand,  the  Clinton  budget  has  bor- 
rowed a  page  from  a  Reagan  budget  and  proposed  to  bundle  pay- 
ments for  inpatient  radiology,  anesthesiology,  and  pathology  serv- 
ices into  the  hospital  DRG  payment.  This  proposal  was  rejected  by 
the  Congress  in  1987  and  is  at  total  odds  with  the  underlying  con- 
cepts of  the  Medicare  fee  schedule  more  recently  mandated  by  Con- 
gress. 

The  ASA  has  worked  with  this  subcommittee  over  the  years  to 
achieve  significant  budget  savings.  We  have  been  realistic  in  our 
assessment  of  the  need  for  Congress  to  find  appropriate  savings 
without  adversely  affecting  the  quality  of  anesthesia  care.  This  has 
meant  reductions  in  Medicare  payments  to  our  members  which  av- 
erage about  40  percent  over  the  last  few  years. 

In  part,  at  least,  our  good-faith  cooperation  with  the  Congress  in 
achieving  deficit  reduction  has  stemmed  from  the  continuing  com- 
mitment of  this  subcommittee  and  the  full  committee  to  the  meth- 
odology for  anesthesia  reimbursement  advocated  by  ASA;  that  is, 
the  use  of  a  relative  value  guide  in  which  both  the  procedural  and 
time  units  are  recognized. 

One  of  the  reasons  that  Congress  decisively  rejected  RAP  DRGrs 
in  1987  was  the  anticipation  of  development  and  implementation  of 
a  Medicare  fee  schedule.  A  series  of  legislative  actions  defined 
treatment  of  anesthesia  services  under  the  fee  schedule,  indicating 
a  Congressional  intent  that  could  not  be  more  different  than  the 
RAP  DRG  proposal. 

OBRA  1987,  which  rejected  RAP  DRGs,  mandated  that  HCFA 
adopt  a  uniform  relative  value  guide  for  use  by  all  Medicare  car- 
riers. HCFA  subsequently  adopted  the  ASA  relative  value  guide  as 
that  guide. 

OBRA  1989  contained  a  significant  policy  change  regarding  anes- 
thesia time,  a  change  put  forward  by  this  subcommittee  as  a  way 
to  achieve  accuracy  of  reimbursement.  ASA  supported  this  sound 
approach,  and  anesthesia  time  is  now  recognized  in  terms  of  actual 
minutes. 
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Most  importantly,  OBRA  1989  also  addressed  anesthesia  services 
with  regard  to  their  integpration  into  the  Medicare  fee  schedule  and 
instructed  the  Secretary  to  use  the  uniform  relative  value  guide, 
which  uses  procedural  and  time  units  for  anesthesia  services. 

ASA  and  our  members  are  well  aware  that  this  subcommittee 
and  Chairman  Stark  were  instrumental  in  persuading  HCFA  not 
to  eliminate  anesthesia  time  units,  which  would  have  been  contrary 
to  the  express  will  of  Congress,  when  the  fee  schedule  was  put  into 
effect.  H.R.  21,  introduced  this  year,  reinforces  the  Congressional 
commitment  to  preserve  actual  anesthesia  time. 

According  to  the  HHS  budget,  RAP  DRGs  would  give  "physicians 
and  hospitals  incentives  to  be  cost-conscious,  provide  only  medi- 
cally-necessary services,  and  eliminate  the  provision  of  marginal 
services." 

This  rationale  is  seriously  flawed.  Clearly  there  is  no  such  thing 
as  a  marginal  anesthetic.  There  is  no  marginal  service  in  the  pre- 
operative evaluation  and  selection  from  potentially  lethal  anes- 
thetic agents  of  the  appropriate  anesthesia  care  plan  for  an  individ- 
ual patient.  There  is  no  marginal  service  intraoperatively  when  the 
anesthesiologist  manages  the  patient  in  a  carefully  controlled  anes- 
thetized state  at  a  medically-determined  level  between  conscious- 
ness and  death  for  a  period  of  time  dictated  by  the  surgeon  and  not 
by  us.  Nor  is  there  marginal  service  postoperatively  when  we  man- 
age restoration  of  the  patient's  respiratory  and  cardiovascular  sys- 
tems to  normal. 

ASA  believes  that  the  RAP  DRG  proposal  will  severely  interfere 
with  our  direct  relationship  with  patients.  The  administration  pro- 
posal will  place  a  third  party,  the  hospital  or  entity  within  the  hos- 
pital, between  the  anesthesiologist  and  his  or  her  patient.  This  con- 
cern was  echoed  in  a  Congressional  Research  Service  paper  in  1986 
which  stated  that  RAP  DRGs  could  compromise  the  physician's  role 
as  patient  advocate.  These  are  valid  concerns,  because  DRG«  do  not 
pay  for  services  actually  provided;  in  fact,  they  reward  the  hospital 
for  services  not  provided. 

Finally,  ASA's  opposition  also  stems  from  our  deep  concern  that 
hospital  DRGs  do  not  describe  or  measure  anesthesia  services  pro- 
vided to  our  patients.  DRGs  were  not  designed  to  account  for  physi- 
cian services,  and  they  cannot. 

The  anesthesiologist's  relationship  with  their  patients  is  exactly 
the  same  as  that  of  the  surgeon.  There  is  a  preoperative  exam  and 
evaluation,  an  intense  relationship  during  surgery  itself  and  post- 
operative care.  It  is  simply  incredible  that  the  administration 
would  seek  to  treat  similar  disciplines  so  incongruously  and  so  un- 
fairly. 

We  do  not  ask  for  special  treatment.  If  anything,  the  history  of 
budget  cuts  shows  anesthesiologists  have  had  far  more  than  their 
fair  share  of  special  treatment.  We  ask  to  be  treated  like  all  other 
physicians. 

There  should  be  no  differential  updates.  If  the  Congress  consid- 
ers a  limited  MEI  update  or  freeze  for  all  physician  services,  then 
that  is  the  appropriate  place  to  address  anesthesia  services.  We  ask 
you  to  forcefully  reject  RAP  DRGs,  and  we  ask  for  your  continued 
support  of  anesthesia  time. 
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We  have  not  addressed  the  PPRC's  proposal  on  payment  reduc- 
tions to  the  anesthesia  care  team  in  this  statement,  but  we  will 
submit  an  additional  statement,  and  I  would  be  prepared  to  answer 
questions  on  that  issue  as  well. 

Thank  you  very  much. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  PETER  L.  McDERMOTT,  M.D. 
American  Society  of  Anesthesiologists 

Mr.  Chairman,  I  am  Peter  L.  McDermott,  M.D.,  President  of  the 
American  Society  of  Anesthesiologists  (ASA),  which  represents  more 
than  30,000  physicians  nationwide.  I  am  in  the  private  practice  of 
anesthesiology  in  Camarillo,  California.  I  am  pleased  to  be  here  today 
to  discuss  the  so-called  "RAP  DRG"  proposal  in  the  Administration's 
Fiscal  Year   1994  budget. 

For  reasons  we  cannot  understand,  the  Clinton  budget  has 
borrowed  an  unsuccessful  page  from  the  FY88  Reagan  budget  and 
proposes  to  bundle  payments  for  inpatient  radiology,  anesthesiology 
and  pathology  services  into  the  Part  A  hospital  DRG  payment.  This 
proposal  was  a  bad  idea  when  the  Congress  rejected  it  in  1987, 
Subsequent  enactment  of  the  Medicare  Fee  Schedule  makes  it  a 
worse  idea  today.  The  projected  four  year  savings  are  $390  million  - 
-  a  relatively  modest  sum  to  offer  as  justification  for  so  radical  a 
proposal;  indeed,  a  proposal  at  total  odds  with  the  underlying 
concepts  of  the   Medicare  Fee   Schedule  mandated  by  Congress. 

The  ASA  has  worked  with  this  Subcommittee  over  the  past 
several  years  to  achieve  significant  budget  savings.  We  certainly 
never  welcomed  reimbursement  reductions  but  we  have  been 
realistic  in  our  assessment  of  the  need  for  the  Congress  to  find 
appropriate  savings  without  adversely  affecting  the  quality  of 
anesthesia  care.  Given  this  background,  we  find  the  Administration's 
proposal  both  inappropriate  and  insensitive:  inappropriate  because 
it  comes  hard  on  the  heels  of  implementation  of  the  Medicare  Fee 
Schedule  under  which  the  specialty  of  anesthesiology  sustained  the 
largest  cut  of  any  specialty,  and  insensitive  to  legitimate  quality  of 
care  concerns   and  to  the  nature  of  anesthesiology  practice. 

To  put  the  RAP  DRG  proposal  in  budgetary  context,  allow  me 
briefly  to  review  the  recent  history  of  Medicare  reductions  for  our 
specialty: 

•OBRA  '86  ratified  HCFA  regulations  halving  the  base  units 
for  cataract  anesthesia  services  from  8  units  to  4  units. 
Estimated   five   year  savings  were   $405   million. 

•OBRA  '87  mandated  base  unit  reductions  for  those 
anesthesiologists  (70  percent  of  anesthesiologists)  medically 
directing  nurse  anesthetists.  Estimated  three  year  savings 
were  $35   million. 

•OBRA  '89  froze  anesthesia  reimbursement  rates  and 
mandated  the  use  of  actual  anesthesia  time,  as  opposed  to 
rounding   up   to   the   next   whole   unit.  Estimated   five   year 

savings   were   $245   million. 

•OBRA  '90  cut  the  average  anesthesia  conversion  factor  by  7 
percent  and  extended  the  base  unit  reductions  for  medical 
direction  services.  Estimated  five  year  savings  were  $285 
million. 

•The  Medicare  Fee  Schedule,  effective  January  1,  1992, 
reduced  reimbursement  for  anesthesia  operating  room 
services  an  average  29  percent  upon  full  implementation  -- 
the   largest  cut  imposed  on  any   specialty. 
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•  1993  Fee  Schedule  reduced  all  physician  services  another 
2.7  percent  to  achieve  budget  neutrality  for  new  and  revised 
codes. 


In  the  aggregate,  these  are  dramatic  reductions  to  be  placed  on 
one  specialty,  but  to  a  great  extent  they  have  occurred  as  a  result  of 
active  good  faith  give-and-take  between  ASA  representatives  and 
the  health  committees  of  the  Congress.  In  part,  at  least,  our 
cooperation  with  otherwise  unpleasant  reimbursement  decisions  has 
stemmed  from  the  continuing  commitment  of  the  Congress,  including 
this  Subcommittee  and  the  full  Committee,  to  the  methodology  for 
anesthesia  reimbursement  advocated  by  ASA;  that  is,  the  use  of  a 
relative  value  guide  in  which  both  the  procedural  and  time  units  are 
recognized  to  determine  the  value  of  a  specific  physician  service  to 
specific    patient. 


MEDICARE  FEE  SCHEDULE  AND  ANESTHESIA  REIMBURSEMENT 

One  of  the  reasons  Congress  decisively  rejected  RAP  DRGs  in 
1987  was  the  anticipation  of  development  and  implementation  of  a 
Medicare  Fee  Schedule  (MFS)  based  on  the  Resource  Based  Relative 
Value  Scale  (RBRVS).  Many  experts,  such  as  the  Physician  Payment 
Review  Commission,  believed  that  any  problems  with  RAP  services 
would  best  be  addressed  through  modification  of  fee-for-service 
payment   for   these    services. 

In  the  years  since  1987,  these  modifications  have  occurred  via 
several  legislative  and  regulatory  actions  which  built  upon  one 
another  and  confirmed  the  commitment  of  Congress  to  reimbursing 
anesthesia  services  under  the  Medicare  Fee  Schedule,  using  the  ASA 
Relative  Value  Guide  (RVG),  and  addressing  perceived  problems  with 
payment    levels. 


The  Omnibus  Budget  Reconciliation  Act  of  1987 

OBRA  "87,  which  rejected  RAP  DRGs,  mandated  that  the  Health 
Care  Financing  Administration  (HCFA)  adopt  a  Uniform  Relative 
Value  Guide  (URVG)  for  use  by  all  Medicare  carriers.  Pursuant  to 
notice  and  comment  in  the  Federal  Register.  HCFA  adopted  the  ASA 
RVG  as  the  URVG,  for  services  provided  on  or  after  March  1,  1989. 
An  important  corollary  to  this  was  the  adoption  of  the  CPT-4 
anesthesia  codes,  in  lieu  of  surgical  codes  previously  required  on 
claims.  The  4200  surgical  codes  are  successfully  complemented  by 
only  248  broad  anesthesia  codes  because  the  addition  of  anesthesia 
time  measures  the  difference  —  from  the  anesthetic  standpoint  -- 
between  the  many  thousand  surgical  procedures.  1  must  repeat  the 
specific  consideration  of  actual  anesthesia  time,  makes  the  use  of 
anesthesia   codes   valid. 
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Omnibus  Budget  Reconciliation  Act  of  1989 

Prior  to  the  OBRA  '89,  anesthesia  time  was  counted  and 
reimbursed  in  terms  of  15  or  30  minute  units,  with  the  actual  time 
rounded  up  to  the  next  whole  unit.  OBRA  '89  contained  a  significant 
policy  change  regarding  recognition  of  anesthesia  time  —  a  change 
proposed  by  the  Inspector  General  as  a  way  to  achieve  accuracy  of 
reimbursement;  ASA  supported  this  sound  policy  approach. 
Anesthesia  time  is  now  recognized  in  terms  of  actual  minutes  or 
fractional  units.  This  not  only  achieved  budget  savings  for  the 
Program,   but   brought   tighter   verification   to   anesthesia   time. 

Most  importantly,  OBRA  '89  also  addressed  anesthesia  services 
with  regard  to  their  integration  into  the  Medicare  Fee  Schedule. 
Section   1848(b)(2)(B)  of  the  Social   Security  Act  therefore  states: 

In  establishing  the  fee  schedule  for  anesthesia  services  for 
which  a  relative  value  guide  has  been  established  under 
section  4048(b)  of  the  Omnibus  Budget  Reconciliation  Act  of 
1987,  the  Secretary  shall  use,  to  the  extent  practicable,  such 
relative  value  guide,  with  appropriate  adjustments  in  the 
conversion  factor,  in  a  manner  to  assure  that  the  fee  schedule 
amounts  for  anesthesia  services  are  consistent  with  the  fee 
schedule  amounts  for  other  services  determined  by  the 
Secretary   to  be  of  comparable  value. 

From  our  perspective,  this  statutory  requirement  for  the 
Department  of  Health  and  Human  Services  to  use  the  Uniform 
Relative  Value  Guide  for  anesthesia  services  —  in  essence,  the  ASA 
Relative  Value  Guide  utilizing  both  base  and  time  units  --  is  one  ot 
the  most  critical  elements  of  OBRA  '89.  ASA  and  our  members  are 
well  aware  that  this  Subcommittee  and  Chairman  Stark  were 
instrumental  in  persuading  HCFA  not  to  eliminate  anesthesia  time 
units,  which  would  have  been  contrary  to  the  expressed  will  of 
Congress,  when  the  final  Medicare  Fee  Schedule  was  put  into  effect. 
H.R.  21,  introduced  this  year  by  Chairman  Stark  and  Chairman 
Rostenkowski,  reinforces  the  Congressional  commitment  to 
preserving    actual    anesthesia    time. 

ASA  believes  the  intent  of  Congress  is  both  clear  and 
consistent:  the  Uniform  Relative  Value  Guide,  including  base  units 
plus  actual  time,  should  be  the  basis  for  reimbursing  anesthesia 
services  under  Medicare.  With  ASA's  involvement  and  support,  the 
Congress  over  the  years  has  painstakingly  crafted  its  policy  on 
anesthesia  reimbursement  as  part  of  physician  payment  reform  -- 
and  the  Administration's  DRG  proposal  is  totally  contradictory  to  that 
policy.  (There  would,  obviously,  be  no  more  RVG  or  anesthesia  time 
under  a  RAP  DRG  scheme.) 


THE  ADMINISTRATION  PROPOSAL  HAS  FLAWED  RATIONALE 

According  to  the  Department  of  Health  and  Human  Services 
(DHHS)  budget,  RAP  DRGs  would  give  "physicians  and  hospitals 
incentives  to  be  cost-conscious,  provide  only  medically  necessary 
services   and  eliminate   the  provision   of  marginal   services." 
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This  rationale  is  seriously  flawed.  First,  and  I  hope  this  is  self- 
evident  to  the  Subcommittee,  there  is  no  such  thing  as  a  "marginal" 
anesthetic.  There    is    no    "marginal    service"    in    the    pre-operative 

evaluation  of  patients  and  in  the  selection,  from  an  array  of 
potentially  lethal  anesthetic  agents,  of  the  appropriate  anesthesia 
plan  for  an  individual  patient.  There  is  no  marginal  service 
intraoperatively,  when  the  anesthesiologist  manages  the  patient  in  a 
carefully  controlled  anesthetized  state,  at  a  medically-determined 
level  between  consciousness  and  death,  for  a  period  of  time  dictated 
by  the  surgeon,  not  by  us.  Nor  is  there  a  "marginal  service"  post- 
operatively, when  we  manage  restoration  of  the  patient's  respiratory 
and   cardiovascular   systems   to   normal. 

Second,  the  Administration's  rationale  is  inconsistent  with 
demonstrated  experience  with  reimbursement  for  anesthesia 
services.  A  recent  study  analyzed  changes  in  Part  B  expenditures 
between  1986  and  1989  and  was  published  in  the  Journal  of  the 
American  Medical  Association  (JAMA,  Holahan  and  Berenson,  1992). 
While  anesthesia  accounted  for  approximately  6  percent  of  Part  B 
expenditures,  it  represented  only  2.6  percent  of  the  growth  in 
expenditures.  Over  the  same  period,  the  average  annual  growth  in 
allowed  charges  for  anesthesiologists  was  7.7%,  against  12.3%  for  all 
physicians. 

This  data  shows  only  the  effects  of  the  fee  freeze,  OBRA  '86  and 
OBRA  '87;  the  significant  impact  of  the  OBRA  '90/Medicare  Fee 
Schedule  combined  38.7  [average]  percent  reduction  is  not  even 
measured  at  this  point.  This  data  also  underscores  the  inability  of 
anesthesiologists  to  increase  volume,  or  introduce  "marginal" 
services,   in   response   to   payment   reductions   per   service. 

Concerns  stated  in  earlier  years  about  this  specialty  - 
particularly  concerns  with  low  participation  rates  and  significant 
balance  bills  --  have  been  addressed  with  implementation  of  the 
series  of  reimbursement  reductions  and  imposition  of  strict  balance 
billing  limits.  While  only  one  fifth  of  anesthesiologists  accepted 
Medicare  Participating  Physician  status  in  1987  (more  than  10 
percent  below  the  national  average),  as  of  January  1992,  nearly  one 
half  of  anesthesiologists  were  Participating  doctors  (less  than  3 
percent  below  the  national  average.)  We  have  every  reason  to 
believe  that  the  1993  participation  and  assignment  rates  are  even 
higher.  For  those  who  choose  not  to  accept  assignment  on  a  given 
case,  the  Medicare  Fee  Schedule  allows  a  balance  bill  of  somewhat 
less   than    10   percent. 

Third,  to  the  extent  the  rationale  for  RAP  DRGs  is  based  on 
allegedly  unnecessary  anesthesia  procedures,  it  simply  ignores  the 
mechanisms  within  its  own  Department  which  deal  with  medical 
necessity  issues  --  mechanisms  which  neither  HCFA  nor  the 
Inspector  General   are   reluctant   to   use. 
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RAP  DRGs  WOULD  IMPACT  QUALITY  OF  CARE 

ASA  believes  that  the  RAP  DRG  proposal  will  severely  interfere 
with  our  direct  relationship  with  patients.  The  administration 
proposal  will  place  a  third  party  --  the  hospital  or  entity  within  the 
hospital  —  between  the  anesthesiologist  and  his  or  her  patient.  This 
same  concern  was  cited  in  a  Congressional  Research  Service  paper 
prepared  for  the  Senate  Finance  Committee  in  1986: 
"Implementation  of  a  physician  DRG  system  would  too  closely  align 
the  incentives  of  physicians  with  hospitals.  This  might  well  result  in 
the  physician  not  continuing  to  be  as  strong  an  advocate  for  needed 
medical  services...  "  These  are  valid  concerns  because  DRGs  do  not 
pay  for  services  actually  provided;  in  fact,  they  reward  the  hospital 
for  services  not  provided.  The  hospital  incentive  will  be  to  limit 
needed  care  or  to  avoid  very  ill  patients  in  need  of  surgery. 

Even  if  we  lay  aside  our  grave  quality  of  care  concerns  about 
such  a  system,  we  are  deeply  disturbed  by  the  concept  that  we 
would  be  providing  our  service  not  to  the  patient,  but  to  the  hospital. 
Anesthesiologists  have  been  practicing  as  fee-for-service  physicians 
since      long      before      the      Medicare      Program.  While      some 

anesthesiologists  may  practice  under  a  contractual  arrangement  with 
one  or  more  hospitals,  these  are  contracts  to  assure  24-hour 
provision   of  quality   services,   they  are  not  salary  contracts. 

Further,  the  proposal  can  only  address  inpatient  services. 
Anesthesiologists  provide  half  their  care  to  outpatients  --  what  is  the 
rationale  for  applying  two  radically  different  reimbursement 
mechanisms  to  services  provided  in  the  same  operating  rooms,  but 
sometimes  to  inpatients  and  other  times  to  ambulatory  surgery 
patients? 


DRGs  ARE  NOT  RELEVANT  TO  PHYSICIAN  SERVICES 

ASA'S  opposition  to  the  DRG  proposal  also  stems  from  our  deep 
concern  that  hospital  DRGs  do  not  describe  or  measure  the  anesthesia 
services  provided  to  patients  falling  within  DRGs.  What  physician 
DRGs  will  inevitably  represent  is  a  reimbursement  system  that  seeks 
to  "average"  medical  care  within  DRG  categories  that  simply  were  not 
constructed  to  account  for  that  care  and  which,  in  any  given  case,  will 
bear  no  necessary  relationship  to  the  services  actually  provided  to  a 
particular  patient  by  the  anesthesiologist  or,  as  far  as  we  are  aware, 
by  the  radiologist,  pathologist  or  for  that  matter,  by  the  surgeon. 

For  example,  DRG  110  (vascular  procedures)  would  include 
anesthesia  for  procedures  that  vary  widely  in  anesthetic  difficulty, 
from  surgery  on  vessels  in  the  periphery,  to  surgery  for  resection  of 
a  thoracic  aortic  aneurysm.  These  are  very  different  procedures  of 
great  variability  in  difficulty,  complexity  and  skill  --  the  resource 
based  inputs.  The  RVG  assigns  a  value  of  5  to  8  base  units  to  the 
former  procedures  and  20  to  the  latter,  reflecting  the  significant 
resource  based  differences.  There  are  examples  such  as  this  for 
virtually  every  DRG. 
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ASA  commissioned  the  Battelle  Medical  Technology  Assessment 
and  Policy  Research  Center  to  study  the  correlation,  or  lack  thereof, 
between  hospital  DRGs  and  anesthesia  services.  Battelle  examined 
data  from  6,300  surgical  cases  at  ten  hospitals  of  varying  size  and 
type  in  five  states  (summary  attached).  The  Battelle  study  found  the 
potential  for  systematic  bias  within  DRGs,  with  some  anesthesia 
procedures  being  systematically  underpaid,  while  others  were 
overpaid.  Any  individual  anesthesiologist  has  neither  the  volume  of 
cases  or  control  of  case  mix  to  mitigate  such  distortions. 


CONCLUSION 

The  anesthesiologist's  relationship  with  their  patients  is  exactly 
the  same  as  that  of  the  surgeon:  there  is  a  pre-operative  exam  and 
evaluation,  an  intense  relationship  during  the  surgery  itself,  and 
post-operative  care.  It  is  simply  incredible  that  the  Administration 
would  seek  to  treat  similar  disciplines  so  incongruously  and  unfairly. 

The  ASA  cannot  speak  too  strongly  against  this  ill-conceived 
RAP  DRG  proposal.  If  implemented,  it  would  cause  serious  disruption 
in  patient  care,  dislocation  of  physicians  and  access  problems.  I  can 
guarantee  that  physicians  would  neither  stay  in,  nor  enter, 
anesthesiology  as  a  career  if  RAP  DRGs  are  approved.  This  is  a 
critical,  demanding  specialty  with  overwhelming  implications  for 
patient   safety;    this   cannot   be   compromised. 

We  do  not  ask  for  special  treatment  —  if  anything,  the  history 
of  budget  cuts  shows  anesthesiologists  have  had  far  more  than  their 
share  of  special  treatment.  We  ask  to  be  treated  like  all  other 
physicians.  There  should  be  no  differential  updates;  if  the  Congress 
considers  an  across-the-board  limited  MEI  update  or  freeze  for  all 
physicians,  then  that  is  the  appropriate  place  for  anesthesia  services. 
We  ask  you  to  forcefully  reject  RAP  DRGs  and  we  ask  for  your 
continued    support   of   anesthesia   time. 
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Chairman  Stark.  Thank  you. 
Dr.  Senhauser. 

STATEMENT  OF  DONALD  A-  SENHAUSER,  MJ).,  PRESIDENT, 
COLLEGE  OF  AMERICAN  PATHOLOGISTS 

Dr.  Senhauser.  Mr.  Chairman,  my  name  is  Donald  A. 
Senhauser.  I  am  president  of  the  College  of  American  Pathologists. 
I  am  professor  of  pathology  and  chairman  emeritus  at  the  Ohio 
State  University  College  oi  Medicine,  and  I  practice  in  the  Ohio 
State  University  Hospitals. 

The  College  appreciates  the  opportunity  to  appear  before  the  sub- 
committee to  discuss  our  perspectives  regarding  Medicare  part  B 
budget  reduction  proposals. 

At  the  outset,  we  acknowledge  that  physicians  should  be  involved 
in  and  contribute  to  the  eflTort  to  control  Federal  spending  for 
health  care  services.  The  College  is  willing  to  work  with  the  sub- 
committee in  that  regard. 

We  are  not  asking  to  be  exempt  from  these  efforts,  but  we  do  ask 
that  pathologists'  share  of  the  effort  to  control  health  care  spending 
be  appropriately  structured,  that  it  not  be  unduly  large,  given  the 
size  of  the  specialty,  and  that  it  not  be  crafted  in  such  a  way  that 
the  future  of  pathology  and  the  quality  of  laboratory  medicine  is 
endangered. 

Once  again,  an  administration  has  proposed  bundling  Medicare 
payments  for  pathologpr,  radiology,  and  anesthesia  services  into  a 
fixed  payment  per  discharge. 

In  1987,  after  extensive  study  and  debate,  the  Congress  rejected 
a  virtually  identical  proposal.  We  urge  you  to  reaffirm  your  opposi- 
tion to  this  proposal.  The  College  believes  that  decisions  about  the 
relationships  between  hospitals  and  pathologists  and  pathologists 
and  other  physicians  are  best  handled  at  the  local  level,  so  that 
they  can  be  crafted  to  respond  to  local  health  care  needs  and  mar- 
ket conditions. 

We  believe  that  the  interests  of  all  concerned  are  best  met  when 
payment  for  physician  services  is  made  to  the  physician  who  pro- 
vides those  services,  without  mandated  intervention  of  another 
party,  such  as  a  hospital  administration  or  the  medical  staff. 

The  College  is  willing  to  work  with  the  subcommittee  to  discuss 
a  reduced  KVS  fee  schedule  update  for  1994,  as  physician's  con- 
tribution to  attempt  to  reduce  health  care  spending.  There  is  no 
sound  basis  for  subjecting  pathology  to  a  more  onerous  reduction 
than  is  applied  to  physicians  in  general. 

The  College  also  urges  you  to  allow  the  RVS  practice  expense 
components  to  go  unchanged  until  more  accurate  data  on  what 
they  should  be  are  available. 

The  budget  proposal  includes  a  provision  to  reduce  the  national 
caps  on  the  Medicare  clinical  laboratory  fee  schedule,  a  dramatic 
reduction  that  the  College  must  oppose.  We  are  willing  to  discuss 
less  drastic  reductions  in  payment  under  the  fee  schedule,  but  we 
would  also  appreciate  the  opportunity  to  work  with  you  to  resolve 
some  glaring  inequities  in  payments. 

An  example  is  the  Pap  smear.  The  Medicare  policy  for  Pap  smear 
testing  is  truly  counterproductive  to  Federal  attempts  through  the 
CLIA  1988  regulation  to  ensure  the  quality  of  Pap  smears  and  to 
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encourcige  Medicare  beneficiaries  to  avail  themselves  of  this  bene- 
fit. Pajonent  for  the  cytotechnolog^st's  screening  service  was  capped 
in  1992  at  $7.89,  well  below  the  cost.  In  addition,  in  1992,  HCFA 
arbitrarily  and  without  opportunity  for  public  comment  eliminated 
separate  payment  for  physician  interpretation  of  outpatient  Pap 
smears,  tne  critical  element  in  the  diagnosis  of  cervical  cancer. 
Problems  with  the  payment  policy  for  Pap  smears  should  be  cor- 
rected. 

Consistent  with  the  American  Medical  Association  policy,  the 
College  supports  limitations  on  self-referral.  However,  we  are  spe- 
cifically concerned  about  exemptions  to  the  prohibitions  on  self-re- 
ferral in  current  bills  for  interpretation  of  tissue  pathology.  Pap 
smear  slides,  and  cytology  services.  Prohibitions  on  self-referral 
should  include  these  pathology  services  to  assure  that  there  is  a 
level  playing  field  in  arrangements  for  these,  our  professional  serv- 
ices. 

In  addition,  the  College  firmly  believes  that  a  direct  billing  re- 
quirement goes  hand  in  hand  with  prohibitions  on  self-referral. 

Regarding  graduate  medical  education  funding,  the  College  be- 
lieves that  any  differential  weighting  of  specialty  residency  pro- 
grams should  be  based  on  a  study  of  the  need  for  residencies  in 
each  specialty,  not  on  an  across-the-board  reduction  in  nonprimary 
care  funding. 

Mr.  Chairman,  in  closing,  I  must  reiterate  that  the  bundling  of 
pathology  services  into  a  payment  made  to  another  entity  is  a 
counterproductive  idea  that  has  been  rejected  by  the  Congjress  pre- 
viously and  should  be  so  again. 

We  wish  to  work  with  the  Congress  to  address  the  contribution 
of  pathology  and  laboratory  medicine  to  health  care  spending  re- 
ductions, both  with  regard  to  the  RVS  fee  schedule  and  to  the  clini- 
cal laboratory  fee  schedule.  We  only  ask  that  we  use  a  surgical 
scalpel  rather  than  a  meat-axe  approach  to  these  complex  issues. 

We  thank  you  for  the  opportunity  to  appear  here  today,  and  I 
will  be  happy  to  answer  any  questions. 

[The  prepared  statement  and  attachments  follow:] 
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Testimony  of  the  College  of  American  Pathologists  Before  the  Subcommittee  on  Health, 

Committee  on  Ways  and  Means,  U.S.  House  of  Representatives 

on  Medicare  Part  B  Budget  Issues 

The  College  of  American  Pathologists  appreciates  the  opportunity  to  appear  before  the 
Subcommittee  on  Health  to  discuss  pathologists'  persjjective  relating  to  Medicare  Part  B 
budget  proposals.   The  College  represents  more  than  13,000  physicians  who  practice 
laboratory  medicine  in  commimity  hospitals,  academic  medical  centers,  independent  medical 
laboratories,  and  other  settings  in  which  Medicare  patients  are  provided  necessary  medical 
services. 

At  the  outset,  we  would  like  to  acknowledge  that  physicians  should  be  involved  in  and 
contribute  to  the  effort  to  control  Federal  spending  for  health  care  services.   The  College  of 
American  Pathologists  is  willing  to  work  with  the  Subcommittee  in  that  regard.    We  are  not 
asking  to  be  exempt  from  those  efforts.   We  do  ask  that  pathologists'  share  of  the  efforts  to 
control  health  care  spending  be  appropriately  stmctured,  that  it  not  be  disproportionately  large 
given  the  size  of  the  specialty,  and  that  it  not  be  crafted  in  such  a  way  that  the  future  of 
pathology  and  the  quality  of  laboratory  medicine  will  be  endangered. 

In  the  Administrations'  budget  plan  are  several  proposals  that  would  afkct  pathologists.   The 
College  testimony  today  focuses  on  six  of  those  items. 

I.         Bundling  Inpatient  Pathology,  Radiology,  and  Anesthesia  Payments 

Once  again  an  Administration  has  proposed  bundling  Medicare  payments  for  pathology, 
radiology,  and  anesthesia  services  provided  in  the  hospital  setting  into  a  fixed  payment  per 
discharge.   The  payment  would  be  made  not  to  the  physicians  who  provide  the  services  but  to 
the  hospital  or  the  medical  staff.   In  1987,  after  extensive  study  and  debate,  the  Congress 
rejected  a  virtually  identical  proposal.   Since  then,  the  Congress  has  adopted  a  resource-based 
fee  schedule  for  pathology  and  other  physician  services.We  urge  you  to  reaffirm  your 
opposition  to  the  bundling  proposal. 

The  Administration's  proposal  asserts  that  the  bundling  proposal  would  give  physicians  and 
hospitals  the  incentives  to  be  cost-conscious,  provide  only  medically  necessary  services,  and 
eliminate  the  provision  of  marginal  services.   We  can  think  of  no  manner  in  which  the 
bundling  proposal  would  accomplish  this.   Instead,  hospitals  and  physicians  would  be  unfairly 
burdened  by  federal  requirements  imposing  new  relationships  among  them,  a  burden  which 
would  be  destructive  to  development  of  voluntary  collaborative  arrangements  at  the  local  level 
that  could  serve  to  contain  the  growth  in  health  care  costs  while  preserving  the  quality  of  and 
access  to  health  care  services. 

The  College  believes  that  the  interests  of  the  government,  of  patients,  and  of  physicians  as 
patient  advocates  are  best  met  when  payment  for  physician  services  is  made  to  the  physician 
who  provides  the  service  without  mandated  intervention  of  another  party,  such  as  a  hospital  or 
medical  staff.   The  College  also  believes  that  decisions  about  the  relationships  between 
hospitals  and  pathologists  and  pathologists  and  other  physicians  are  best  handled  at  the  local 
level,  so  they  can  respond  to  local  health  care  needs  and  local  market  conditions.    Micro- 
management  of  local  relationships  between  health  care  providers  by  the  federal  government 
will  only  harm  physician-to-hospital,  physician-to-physician,  and  physician-to-patient 
relationships  and  over  time  erode  the  quaUty  of  health  care. 

Pathologists,  and  all  other  specialties,  are  already  very  actively  engaged  in  development  of 
innovative  collaborations  and  networks  of  health  care  service  delivery  that  only  a  few  years 
ago  had  not  been  contemplated.   Those  efforts  vary  in  structure  and  size  from  region  to 
region,  of  necessity  having  been  structured  to  meet  the  needs  of  the  local  area.   We  urge  the 
Subcommittee  to  allow  those  types  of  voluntary  and  very  competitive  efforts  to  continue  and 
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not  to  dampen  such  efforts  by  imposing  a  new  federal  structiire  for  payment  of  pathology 
services. 

II.         RVS  Fee  Schedule  Update  For  1994 

The  Administration's  proposal  would  give  a  Medicare  relative  value  scale  fee  schedule  update 
for  1994  of  approximately  two  percentage  points  less  than  the  full  update  that  would 
otherwise  be  allowed,  with  a  full  update  only  for  primary  care  services. 

The  College  is  willing  to  work  with  the  Subcommittee  and  Congress  to  discuss  a  reduced 
RVS  fee  schedule  update  for  1994  as  physicians'  contribution  to  anempts  to  reduce  health 
care  spending  and  to  reduce  the  budget  deficit.   There  is  no  sound  basis  for  subjecting 
pathology  to  a  more  onerous  reduction  than  is  applied  to  physicians  in  general.    Instead  of 
imposing  a  bundling  initiative  for  pathology  services,  we  urge  the  Congress  to  include 
pathology  in  whatever  update  or  reduction  is  generally  applied  to  physicians  for  1994  using 
the  payment  system  that  is  currently  in  place. 

in.       RVS  Practice  Expense  Component  Reductions 

The  Administration's  proposal  also  includes  a  reduction  in  1994  through  1996  of  the  practice 
expense  relative  value  component  in  the  Medicare  RVS.    Our  understanding  is  that  the  basis 
for  this  proposal  is  the  Physician  Payment  Review  Commission  recommendation  that  the 
Health  Care  Financing  Administration  condurt  studies  to  allow  resource-based  practice 
expense  relative  value  imits  to  be  phased-in  beginning  in  1997. 

The  College  is  not  opposed  to  resource-based  practice  expense  components.   In  fact,  the 
College  has  been  proactive  in  the  development  of  resource-based  components  by  funding  an 
external  study  of  the  practice  expenses  incurred  by  pathologists  in  the  provision  of  services 
subject  to  the  Medicare  relative  value  scale.   Those  data  now  form  the  basis  of  the  pathology 
technical  component  values. 

We  do  oppose  arbitrary  changes  in  the  Medicare  practice  expense  relative  values  prior  to 
completion  of  studies  suggested  by  the  PPRC.   The  Medicare  RVS  is  only  in  its  second  year 
of  implementation.   Confusion,  misunderstanding,  mistakes,  and  other  implementation 
problems  are  still  in  the  process  of  being  resolved.   Yet  another  change  in  a  fundamental  part 
of  the  RVS  fee  schedule,  the  practice  expense  components,  would  be  unfair  to  physicians  and 
confusing  to  all  involved.   The  College  urges  you  to  allow  the  relative  value  practice  expense 
components  to  go  tmchanged  until  a  time  when  more  accurate  data  on  what  they  should  be 
are  available. 

rv.       Reductions  in  Payment  for  Clinical  Laboratory  Services 

The  budget  proposal  includes  a  provision  to  reduce  national  caps  on  the  Medicare  clinical 
laboratory  fee  schedule  from  88%  to  76%  of  the  national  median  of  the  carrier-specific  fee 
schedules.   Apparently  there  would  be  some  potential  for  differential  adjustments. 

Since  its  beginning  in  1984,  the  Medicare  clinical  laboratory  fee  schedule  has  been  a  favorite 
target  for  budget  reduction  efforts.   Attached  is  a  summary  of  the  reductions  and  other 
changes  in  the  fee  schedule  over  the  past  nine  years  (Attachment  A).   This  history  alone 
should  give  pause  to  any  proposals  for  additional  reductions  for  these  services.    The  current 
proposal  is  additionally  troublesome  because  of  its  size  —  reduction  from  88%  to  76%  is  a 
dramatic  reduction  that  the  College  must  oppose,  because  it  would  drive  many  small 
laboratories  out  of  the  market  and  reduce  local  access  to  these  services. 

However,  it  has  been  sometime  since  the  clinical  laboratory  fee  schedule  has  been  looked  at 
other  than  as  a  budget  saver.    The  College  would  appreciate  the  opportunity  to  work  with  you 
to  resolve  some  glaring  inequities  in  payment  for  certain  services  subject  to  the  clinical 
laboratory  fee  schedule.   We  are  also  willing  to  discuss  reductions  in  payment  under  the  fee 
schedule. 


In  paiticular,  the  Medicare  payment  policy  for  Pap  smear  testing  of  women  is  totally  contrary 
to  federal  attempts  to  ensure  the  quality  of  Pap  smears  and  to  encourage  Medicare 
beneficiaries  to  avail  themselves  of  this  benefit.   In  1988,  the  Congress  passed  the  Clinical 
Laboratory  Improvement  Amendments  which  established  stringent  new  requirements  and 
restrictions  on  the  provision  of  cytology  services,  especially  Pap  smears.   Personnel 
requirements,  workload  restrictions,  proficiency  testing  quality  assurance  mandates,  and  other 
CUA  '88  requirements  have  greatly  increased  the  cost  of  Pap  smear  screening.   The 
following  year,  in  1989,  the  Congress  recognized  the  importance  of  the  Pap  smear  as  a 
preventive  health  care  service  and  added  to  Medicare  benefits  a  provision  for  reimbursement 
of  a  screening  Pap  smear  every  three  years  or  more  often  for  women  at  high  risk  of 
developing  cervical  cancer.   The  1989  provision  explicitly  provided  for  coverage  of  both  the 
screening  by  a  technologist  and  a  physicians'  interpretation  when  medically  necessary. 

Nevertheless,  Medicare  payment  for  the  technologists'  screening  service  under  the  clinical 
laboratory  fee  schedule  was  capped  nationwide  in  1992  at  $7.89,  well  below  the  cost  of  this 
service.   Information  from  cytology  laboratories  indicates  that  the  cost  of  the  screening  Pap 
smear  is  somewhere  between  $10  and  $20. 

In  addition,  with  implementation  of  the  Medicare  relative  value  scale,  the  Health  Care 
Financing  Administration  arbitrarily  and  without  opportunity  for  public  comment  eliminated 
separate  payment  for  physician  interpretation  of  outpatient  Pap  smears.   Pathologists  are 
required  under  CLIA  to  review  and  diagnose  all  abnormal  Pap  smears.   Prior  to  1992,  the 
Medicare  program  made  separate  payment  for  these  interpretations.   The  pathologists'  Pap 
smear  interpretation  was  studied  by  Harvard  during  the  relative  value  studies  and  a  relative 
value  has  been  established  for  the  service  on  that  basis.   Were  the  Medicare  relative  value 
scale  fully  implemented,  and  using  the  current  $3 1  conversion  factor,  the  average  payment 
nationwide  for  a  pathologists  interpretation  of  a  Pap  smear  would  be  about  $25. 

The  Administration's  policy  regarding  Pap  smear  interpretations  is  that  payment  for  the 
interpretation  is  included  in  payment  for  the  technologists'  review  under  the  clinical 
laboratory  fee  schedule,  beginning  January  1,  1992.   However,  the  clinical  laboratory  fee 
schedule  payment  was  not  increased  to  include  payment  for  these  interpretations.   Instead, 
beginning  last  year  the  $7.89  cap,  already  well  below  the  cost  of  Pap  smear  screening,  was 
merely  deemed  to  now  include  payment  for  a  pathologists'  interpretation. 

Clearly  this  is  a  problem  fi^om  several  perspectives.   First,  the  payment  for  the  technologists ' 
review  is  inadequate  for  the  services  that  it  has  been  intending  to  cover  since  1984.   If  indeed 
there  ever  was  any  payment  in  the  clinical  lab  fee  schedule  for  pathologists'  interpretations  it 
was  not  on  the  basis  of  resources  as  those  data  were  not  available  until  the  Harvard  studies 
were  completed.   The  Medicare  relative  value  for  the  interpretation  of  a  Pap  smear  is  the 
federal  statement  of  the  resources  involved  in  pathologists'  interpretation  of  Pap  smears,  not 
the  Medicare  clinical  laboratory  fee  schedule.    In  addition,  pathologists  in  hospital  practices 
generally  do  not  receive  the  clinical  laboratory  fee  schedule  amount  at  all;  that  payment  goes 
to  the  hospital.   As  discussed  above  in  another  context,  we  strongly  believe  that  it  is  in  the 
best  interest  of  the  government,  physicians,  and  patients  for  Medicare  payment  for  physician 
services  to  be  made  to  those  who  provide  the  services  not  to  another  party. 

The  College  is  willing  to  work  with  the  Congress  and  the  Administration  to  discuss 
reductions  in  national  caps  for  clinical  laboratory  fee  schedule  services,  including  differential 
adjustments,  with  the  provision  that  problems  with  the  payment  px)Ucy  for  Pap  smears  be 
corrected. 

V.         Physician  Ownership,  Referral,  and  Direct  Billing 

The  Administrations'  proposal  includes  an  extension  of  the  current  Medicare  prohibition  on 
ownership  and  referral  arrangements  for  clinical  laboratory  services  to  additional  services. 
H.R.345,  the  Comprehensive  Physician  Ownership  and  Referral  Act  of  1993,  would  address 
those  issues  and  would  extend  the  prohibition  to  all  payers. 
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Consistent  with  American  Medical  Association  policy,  the  College  of  American  Pathologists 
supports  limitations  on  self-referral.   The  College  believes,  however,  that  prohibitions  on 
physician  ownership  and  referral  arrangements  must,  in  order  to  be  equitable  and  effective, 
create  a  level  playing  field.   That  is.  there  should  not  be  exemptions  for  certain  types  of 
services  that  will  produce  distortions  in  the  market  and  adversely  affect  the  quality  of  those 
exempt  services. 

The  current  Medicare  prohibition  on  self-referrals  went  into  effect  on  January  1,  1992,  and 
applies  to  all  clinical  laboratory  services,  including  tissue  pathology  and  Pap  smears.    We  are 
concerned  about  proposed  exemptions  to  the  prohibitions  on  self  referral  in  H.R.  21  and  H.R. 
345  for  interpretation  of  tissue  pathology,  Pap  smear  slides,  and  the  provision  of  other 
cytology  services.    Prohibitions  on  self  referral  should  include  tissue  pathology  and  cytology 
services  as  well,  to  assure  that  there  is  a  level  playing  field  in  arrangements  for  these  services. 
The  College  urges  that  the  current  Medicare  prohibition  on  self-referrals  for  clinical 
laboratory  services,  including  tissue  pathology  and  Pap  smears,  be  retained  and  included  in 
proposals  to  expand  self-referral  prohibitions  to  all  payers. 

In  addition,  the  College  fumly  believes  that  a  direct  billing  requirement  goes  hand-in-hand 
with  prohibitions  on  self  referral.    Since  1984  there  has  been  a  direct  billing  requirement  for 
services  under  the  Medicare  clinical  laboratory  fee  schedule  (clinical  diagnostic  laboratory 
testing).    Payment  can  be  made  only  to  the  entity  that  provides  the  services,  with  an  exception 
for  referrals  between  laboratories  that  are  independent  of  a  physicians'  office.    Physician 
pathology  services  subject  to  the  Medicare  relative  value  fee  schedule  are  not  subject  to  this 
requirement.    For  those  services,  an  ordering/referring  physician  can  purchase  the  service 
from  pathologists  and  bill  the  Medicare  program  themselves,  although  they  have  not  provided 
the  service. 

The  College  urges  the  Congress  to  expand  the  direct  billing  requirement  for  Medicare  to 
pathology  services  subject  to  the  Medicare  relative  value  scale,  and  in  any  legislation  that 
expands  self  referral  prohibitions  beyond  Medicare  to  include  a  direct  billing  requirement  for 
anatomic  and  clinical  laboratory  services. 

VI.       Graduate  Medical  Education  Payments 

The  Administration's  budget  proposal  would  change  Medicare  payment  policy  for  direct 
Graduate  Medical  Education  such  that  payment  would  be  based  on  a  national  average  per 
resident  amount  and  would  give  greater  weight  to  primary  care  residencies. 
The  College  of  American  Pathologists  appreciates  the  need  to  ensure  adequate  access  to 
primary  care  services  through  incentives  for  medical  students  to  enter  those  areas  of  medical 
practice.   We  want  to  make  you  aware,  however,  of  a  growing  problem  in  recruitment  and 
retention  of  pathology  residents,  and  of  the  implications  of  that  problem  for  an  adequate 
supply  of  pathologists  in  the  near  future.    Any  differential  weighting  of  specialty  residency 
programs  should  be  based  on  a  study  of  the  need  for  residencies  in  each  specialty,  not  an 
across-the-boaid  reduction  in  non-primary  care  funding. 

Pathology  is  not  a  large  specialty,  despite  the  fact  that  pathologists'  services  are  required  in 
almost  every  hospital  setting  and  are  considered  an  essential  component  of  medical  care  in  all 
communities.   The  American  Medical  Association  listed  fewer  than  1000  pathologists  in 
1940,  the  first  year  that  such  data  are  available.    As  with  other  specialties,  in  the  years 
following  Worid  War  n  pathology  experienced  a  growth  in  the  number  of  medical  students 
entering  the  specialty.    Even  so,  the  proportion  of  physicians  who  are  pathologists  reached  a 
peak  of  only  3.1%  in  1970  and  has  declined  since  then.   Likewise,  the  number  of  pathology 
training  programs  in  Graduate  Medical  Education  has  steadily  declined  since  the  late  1960's 
from  over  600  to  200. 

We  are  now  in  the  period  during  which  pathologists  who  trained  and  entered  practice 
following  World  War  n  are  leaving  practice.    Pathologists  currendy  practice  25  to  30  years. 
Average  age  at  completion  of  residency  training  is  34  years;  average  age  at  retirement  is  62; 
and  there  is  an  average  of  6.86  deaths  per  1000  pathologists  per  year.   We  anticipate  that  one 
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third  of  the  pathologists  who  entered  practice  between  1940  and  1965  will  have  reached 
retirement  age  by  1994.   The  specialty  is  losing  an  average  of  1.87  pathologists  per  day. 

In  contrast,  problems  in  recniitment  and  retention  of  pathology  residents  are  producing  an 
average  of  only  0.96  newly  trained  pathologists  per  day.    Attrition  is  a  significant  problem  in 
pathology  -  approximately  30-40  percent  of  pathology  residents  fail  to  finish  training.    When 
the  25%  of  pathologists  who  pursue  careers  in  academic  pathology,  the  military  service, 
forensic  and  government  jurisdictions,  and  industry  are  eliminated,  this  leaves  less  than  400 
new  pathologists  a  year  to  fill  the  anticipated  600  openings  in  community  pathology  practice. 

We  do  not  know  of  the  exact  number  of  pathologists  that  is  needed  in  the  United  States;  we 
know  of  no  data  that  will  give  one  this  nimiber.    We  do  believe  that  the  decline  in  physicians 
entering  pathology  practice,  combined  with  the  graying  of  practicing  pathologists,  produces  a 
situation  that  will  likely  produce  a  shortage  of  pathologists  by  the  year  2000.    Literature 
supporting  our  concem  is  attached  (Attachment  B). 

As  consideration  of  reforms  in  payment  for  Graduate  Medical  Education  proceed,  we  strongly 
encourage  the  Congress  not  to  adopt  a  restructuring  of  the  federal  payment  for  Graduate 
Medical  Education  that  either  gives  incentives  for  pathology  residencies  to  be  reduced  in 
number  or  quality,  or  creates  additional  disincentives  for  medical  students  to  enter  pathology 
practice.   These  disincentives  are  already  in  place  and  working,  too  well  in  our  estimation. 

Conclusion 

The  College  of  American  Pathologists  understands  that  physicians  will  be  expected  to 
contribute  to  the  effort  to  reduce  federal  health  care  spending  and  the  budget  deficit. 
Pathologists  want  to  be  involved  in  how  that  contribution  is  configured  and  to  ensure  that 
pathology  does  not  bear  a  disproportionate  share  of  the  load.    Pathology  and  laboratory 
medicine  has  already  undergone  a  series  of  reform  initiatives  over  the  last  decade.    We  should 
not  be  singled  out  for  additional  reductions  and  changes  beyond  what  all  physicians  in  general 
will  bear. 

In  summary,  bundling  of  pathology  services  into  a  payment  made  to  another  entity  is  a  totally 
unsound  idea  that  has  been  rejected  by  the  Congress  previously  and  should  be  so  again. 
Reductions  in  practice  expense  relative  value  components  without  adequate  data  in  that  regard 
are  not  an  intermediate  step  to  a  resource-based  system  but  are  just  a  budget  reduction 
mechanism.   We  urge  you  not  to  confuse  the  two  with  adoption  of  this  intermediate  proposal. 

We  are  willing  to  work  with  the  Congress  to  address  pathologists'  and  laboratory  medicine's 
contribution  to  health  care  spending  reductions,  both  with  regard  to  the  RVS  fee  schedule  and 
to  the  clinical  laboratory  fee  schedule. 

Thank  you  for  the  opportunity  to  testify  today  before  the  Subcommittee  on  Health. 
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ATEACHVEKr  A 


Major  Restrictions  In  Payment  for  Medicare  Clinical  Laboratory  Services: 

lulv  19»4:   Cllnial  Ubor«tor>  Fet  Sditduie  EiUbllshtd 

4       Carrier  fee  schedules  were  impleaiealed  for  clinical  labormtoty  tervice*  performed  in  botpiuli  for  ouqia- 
tienu.  in  pbyticiuu'  office*,  and  in  independent  laboralorie*.    Paymeou  were  let  at  60%  of  prevailing 
cbargei  for  independent  Laboratonea  and  phyucians'  offices:  and  at  629  for  hospital  outpatient  services. 

#  Mandatory  aMignnmt  wu  instituted  for  independent  laboratories  and  hospitals. 
July  I.  HM:   F«  Sdi«dul«  Cmm  EsUMislitd 

4       Carrier  fee  schedule  amwintt  were  cappe<a  at  115%  of  the  median  of  all  Cm  scbaduU  amouati. 
JaauMv  1.  1W7:  PavnuHti  ReduetJ;  Antmnunt  EnwmlcJ 

#  Hoq>ilal  fee  schedule  amounts  were  reduced  from  62%  to  60%  of  the  pravailing  cbarge,  except  for 
hospitals  with  24  hour,  7  day  a  week  emergeocy  room  services. 

#  Ptaysiciaas'  office  laboratories  were  required  to  accept  assignment 
Jtmarv  1.  1»M:  Uodite  In  ftt  Sdiediilt  Elfaninnted 

#  Laboratory  fee  schedule  inflation  iiprtatrs  were  eliminated. 

April  1.  \9U:   PiYincntai  RftfanTd 

^       The  2%  differeatial  wu  elimiiiated  for  all  hospital  laboratocies  except  tfaoee  operating  qualified  emergency 
rooiat  in  sole  community  boqiiials. 

#  Fee  schedule*  for  high  volume  teMa  were  reduced  by  8.3%. 

#  The  fee  schedtile  caps  were  ledticed  from  1 15%  to  100%  of  the  median  of  all  fee  schedules. 
Jammrv  1.  l*<er   P«vm«rt.  »«Am»H 

#  The  fee  schedyU  cap*  war*  reduced  from  100%  to  93  %  of  the  median  of  all  fee  schedule*. 
I.n.«.^  I    Hit   Vf^m^  IJmh^-  P-y^umti  Reduced 

#  The  fee  sctodnk  cap*  were  reduced  from  93%  to  88%  of  the  median  of  all  fee  schedule*. 
^       Laboratory  fee  schedule  inflatioa  updates  were  limited  to  2%  (4.3%  was  scheduled). 
lamierv  H»2  anH  IWlr    ll.wht«.  I  lmU.H 

«       Laboratory  fee  schedule  inflatioa  updates  are  limited  to  2%  regardleaa  of  inflatioa. 
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Special  Article 


National  Pathology  Manpower  Survey 
of  1988 

Manpower  Needs  in  Community  Hospitals  and  Private  Laboratoiy  Pi-actice 

Ellis  S.  Benson.  MD;  Roger  D  Smith,  MD;  Pobert  E.  Andei-son.  MD:  Daniel  Tholen.  .MS 


•  The  survey  of  manpower  In  community  hospital  and 
private  laboratory  practice  of  pathology  of  198B  pre- 
sented herein  verifies  the  conclusions  of  the  1986  survey 
that  a  growing  deficit  of  manpower  in  this  sphere  of  prac- 
tice is  highly  likely  in  the  next  few  years.  It  appears  that  the 
deficit  will  be  even  larger  than  that  predicted  by  the  1986 
survey.  Steps  are  urgently  needed  to  increase  the  flow  of 
graduating  medical  students,  especially  those  of  top 
quality,  into  our  specialty. 

(Arch  Pathol  Lab  Med.  1 990;1 1 4:566-569) 

This  is  the  si.\ch  ofa  senes  of  articles  concerning  pathology 
manpower  needs  in  the  Lnited  States  and  the  second 
such  study  using  the  National  Pathologj'  Manpower  Database 
(NPMD).'''The  latter  consistt  ofa  subset  of  practicing  pathol- 
ogists defined  so  as  to  be  reprtientative  of  the  disciiiline  in 
terms  of  type  of  practice,  age.  gender,  and  geogi"aphic  loca- 
tion. The  fu-st  survey  using  the  NPMD  was  (jei'fonned  in  1987 
and  showed  an  impending  jer.vus  shortage  of  pathologists 
engaged  in  practice  in  coninio-iity  hospitals  and/or  private 
laboratories,  a  gioup  hencefor.n  referred  to  as  coininiiiiilii 
iKitliulogislH.  This  article  which  is  concenied  with  community 
pathologists,  also  deals  with  data  from  the  second  yeai'ly 
survey  ofa  longitudinal  study  ru'this  practice  gi°oup  initiated 
to  determine  the  liinetics  of  manpower  and  especially  losses  to 
the  S|)ecialty  due  to  death.  i^:;i-ement,  and  major  cai'eer 
change.*  Further,  the  NPMD  i.-  being  e.vploited  to  detentiine 
the  characteristics  of  coninuin!:;.  pi-actice  and  detect  changes 
that  lia\e  implications  for  futLj-r  man|)ower  needs  in  patho- 
logy. 

MATERIALS  AND  METHODS 

The  development  and  sUiictuit;  <>''  :he  NPMD  i.s  descnbed  in  detail 
elsewhere. '  In  bnef.  a  representali'-r  .subset  of  4669  |>athologists  was 
liefined.  Of  this  sample.  2469  indicixl  d  willingnes."!  to  participate  in 

Accepted  for  publication  Miirch  27.  1^*- 

Fit)tn  the  Depaitment  of  L.abol'aion  VlMiiclne  and  Patholo|r>'.  Univeriit.v  of 
.Minnesota  School  of  Medicine.  Miniiejtj..,,^  iDi-s  Ben.son  and  Smith);  Depart- 
ment of  Pathoiog>-.  L'niv-eraityof  New  M'riicd  School  of  Medicine.  Albuquerque 
(Di-  Aiidenon);  and  the  Culleife  of  Antrtcan  PiitholuipAl.s  Computer  Center. 
Tra\vnie City.  MichiMr Tholen) 

Hcpnnt  requeatH  to  the  Oepaitmem  '/  Pathokitty  and  l.abunilor>'  Medicine. 
Univeraity  of  Cincinnati  School  of  Mecynne.  CincinnaU.  OH  4o2ST-OS29  <Dr 
.Smilhl. 


rejieated  sui-veys.  Incompaiisonnith  the  American  .Medical  .As>'K'ia- 
tion  (AMA)  database,  the  latter  irroup  was  shoun  to  be  representa- 
tive of  the  univei-se  of  practicing  pathologists  in  terms  of  age.  practice 
setting,  and  geographic  location.  Only  in  teiTiis  of  gender  was  thei¥  a 
difference  between  the  NPMD  and  the  AMA  databa.<e  m  ith  a  tleficit 
of  women  in  the  former  (12.41)  in  companson  with  the  latter  ( 19.ti'T  i. 

THE  NPMD  BY  DEFINITION  AGES 

To  keep  this  subset  representati\*e  of  the  universe  of  pathologists, 
new  jiei^ons  are  added  to  replace  previous  panici|>ants  who  retired, 
died,  changed  to  a  new  career  other  than  pathology,  or  declined  to 
continue  to  i^articipate  in  these  surveys.  As  a  result,  our  surrey 
includes  5S0  community  (lathologists  who  participatetl  in  the  1987 
study  and  206  pei-sons  who  did  not.  who  were  added  on  the  basis  of 
demogi'aphic  representation. 

The  suney  fomi  consisted  of  a  two-page  questionnaire  in  two 
pai-ts,  both  of  which  required  the  respondents  to  check  choice?  and  till 
in  sjiecific  numerical  information  The  firet  pan  «-as  to  be  cnmpleti-d 
by  the  individual  pathologist  who  i^ceived  the  form.  The  ivijiicstt-d 
information  concenied  the  pathologist's  ctiiTent  professioii.il  .ic:i\  i- 
ties  and  career  jilans.  The  second  part  asked  fr-r  information  conctrn. 
ing  the  gi'oup  in  u  hich  the  pathologist  practiced  to  include  ^-ovip  .-ize. 
piYjftfssional  it.-jionsibilities.  and  manpower  changes  th.it  had  '»c- 
ciirred  over  the  pnor :'  years  and  those  anticipated  for  the  subse<iueni 
1  year  and  2  to  i  yeai-s.  The  19.>*  sui-vey  form  was  similar  to  the  one 
einploxed  in  1987  except  that  an  opinion  poll  was  omittetl  becaii.-e  it 
provided  little  useful  information. 

The  questionnaire  was  sent  \nth  a  cover  letter  to  7S()  |i.ith'«l"<i-:- 
"  ill  January  1988.  Subsequentl; .  70  of  the  73*3  pathologist?  "ere 
excluded  on  the  basis  ofa  determination  that  they  had  entered  In  In  al 
senice  or  academic  patholog}-  or  declined  to  paniciiiate.  re>iiltini:  ir 
716  as  the  suneyed  gi-ouii.  .\fttr  a  second  mailing  in  Februar>  I'l^* 
and  one  in  Maixh  19e8.  -ofii  completed  responses  were  itceived  r,. 
Apnl  15.  1988.  for  a  res|)onse  rate  of  78.55.  The  data  weie  .iiiaiv  rxn 
using  a  computer  'IB.M  model  7:M1)  at  the  College  of  Amer.tjr 
Pathologists' Computer  Center  in  Traveree  City.  Mich  .^n  ailili'.:'.nj; 
20  lesiiondent.-  who  returned  their  questionnaii-es  after  iiulu  idua. 
data  analysis  were  included  for  analysis  of  practice  giuiii'  d.it,. 
resulting  in  a  re.->ponse  rate  of  81't  for  aurvej'ed  practice  gi-oup.- 

RESULTS 

Table  1  compares  this  study  sample  with  the  AM.A  databa-e 
in  terms  of  general  demographics.  Overall,  the  two  gioiips  are 
highly  comparable  except  fora  deficit  of  women  and  u  iu<i<li-~t 
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Tabic  3  —  Antic«>al«d  Ch*no«9  ol  S62 

Raapondmg  Pathotogiali 

Subt*qu*nt 

Total  <l 

Chang* 

1  r*at 

4  r*a>* 

i  Vaart 

Raw* 

170 

79  0 

9<0 

Chang*  xiaoalliaa 

120 

100 

22  0 

0H>*<" 

35 

M  9 

ISO 

o**tnt 

3U 

17  <J 

21  27 

ToUl 

M.3S 

117.M 

154.27 

Exuapo4al*<3  lo 

1  1  <23  communiiy 

pallwlovila 

739 

2397 

3I3« 

*  Ful-ltmc  lo  pan-lim«.  law,  lOfntK  pamotogy.  hosprfal  admimsir 

fA/QUigunOt  a<l)uai*d  actuarial  data  horn  stati«tic«l  abairacta,  L 
C«nS4M  Bur«au    1907   pag*  7i 


TaWa  4 —Aniicipal*<)  Changaa  o(  459  Palhotofly  Groups* 

Subaaquanl 

Total  at 

Owv. 

1  Vaar 

4  Yaan 

SYaara 

IMira 

4« 

235 

281 

3a 

90 

e« 

Fua-lwna  lo  pan-tuna  nwiua 

pan-tiffl*  to  M-twn* 

22 

2t 

43 

Vacant  poaitiona 

41 

41 

SuMoial 

145 

XM 

451 

EitrapolalaO  lo  1 1  423 

comnMnty  patnotogiatat 

834 

1338 

1972 

Proiaciad  n*w  poaitiona 

Its 

169 

280 

Exlrapolalad  to  1 1  423 

convnunily  pattiolo^ata 

503 

722 

1229 

Toialt 

1137 

2oao 

3197 

-ffwiogiaa  m  graupf  of  two  or  r 


Tabia  5 

— Loaa  ol  Palhologisis  Froin  459  Practica  Groups         | 

Our 

ng  tha  Past  3  Years' 

No. 

Eitrapolalad 

Raaaon 

to  Unlvaraat 

ftatignation 

■i? 

843 

Ra1»ain«nl 

M 

433 

Tarmnation 

37 

162 

Oaama 

29 

109 

ToUl 

308 

1347 

*  Rasiaia  basad  on  3  y«art  bafor*  nrvay  and  ancomgaaa  26 1 2  community  pa- 
IhoiogiSli 

tUntvara*  conitilutaa  1 1  423  commxKtY  pathotogola 


pated  positions  during  the  n«xt  5  years.  Using  these  dau. 
without  the  additioD  of  unanticipated  attrition  because  of 
death,  it  was  determined  tha:,  including  the  current  vacan- 
cies, there  would  be  634  positions  open  within  1  year  and  an 
additional  1338  positions  \-acated  over  the  next  2  to  o  years 
(Table  4).  If  new  positions  for  "he  459  practice  groups  of  two  or 
more  pathologists  are  included,  based  on  this  group  data 
there  is  an  anticipated  national  need  for3197  new  pathologists 
over  the  next  5  years,  in  addition  to  undetennined  losses  due 
to  death. 

To  get  some  idea  of  the  kinetics  of  change  in  pathology 
practice  groups,  we  asked  how  many  individuals  had  left  the 
surveyed  groups  over  the  phat  3  years  due  to  resignation, 


rtliromem.  lermiiutioii.  onlealh.  Data  from  thi- JiJlpniup.-^ 
o.\tra|Kilate<l  lo  the  entire  |>opulatioii  of  p;itholop.<l>  Indicaif 
a  turnover  of  approximately  134G  individu.ils  or  appioMiiiale- 
l.v  450  per  .vear  (Table  5).  Tliis  figure  does  not  iiicliide  0|ieniiig» 
because  of  \acaiu  positions  or  new  positions  and  cunipare: 
well  with  the  464  aiiticipated  open  positions  in  gi-oups  ba.-ed 
on  retirement  (A6\  t-esignatioii  (30).  or  other  changes  (22) 
without  cuireiul.v  vacant  positions  and  e.\trapolated  for 
11  423  pathologists  i<  listed  in  Table  4  (1*4  x  4.3732  =  4541. 

COMMENT 

The  primarx-  aim  of  the  longitudinal  sur\ey  of  pathologists 
in  community  practice  is  to  determine  the  number  of  individ- 
uals lost  to  this  practice  setting  over  time  to  project  the  need 
for  new  pathologists.  The  NPMD  h^  consti-ucted  to  make 
such  a  survey  possible  without  tracking  all  1 1  423  individuals 
in  community  practice.  The  sui-veyed  group  is,  with  the  ex- 
ception of  gender,  demographically  representative  of  the 
U  423  pathologists  when  compared  with  [he  AMA  database, 
the  most  comprehensive  listing  of  US  pathologists  based  on 
practice  characteristics  and  geographic  distribution.  Ideally, 
the  longitudinal  survey  should  document  the  actual  percent- 
age of  retirements,  deaths,  and  other  changes  in  the  prenous- 
ly  surveyed  group  so  that  the  predictions  made  following  the 
1987  sun'ey  could  be  validated.  Although  we  were  unable  to 
trace  all  the  nonresponders  who  were  in  the  first  suney 
group,  follow-up  of  most  of  them  indicates  that  the  1987 
projections  are  surprisingly  accurate.  Surprising  because, 
although  individual  pathologists  apparently  change  even  in 
their  1-year  career  plans  rather  acutely,  these  last-minute 
changes  tend  to  balance  out  in  tei-ms  of  manpower  projec- 
tions. Forexample.ofthe9|)athologist;  who  indicated  in  19*7 
that  they  planned  :o  retire  in  1  year,  only  3  actually  did  so. 
However,  they  were  joined  by  4  others  who  retired  sooner 
than  anticipated-  Of  the  6  remaining  individuals  who  had 
indicated  retirement  within  1  year.  3  «ei-e  working  par- 
time,  2  were  working  fiill-time,  and  1  was  unavailable  for 
follow-up  Of  the  16  pathologists  who  indicated  in  the  19i7 
survey  that  they  planned  career  or  specialty  changes  within 
the  next  year  taking  them  out  of  community  practice,  only  3 
had  actually  followed  this  course.  Eight  continued  in  full-time 
practice:  5  went  from  full-time  to  part-time:  1  went  from  part- 
time  to  full-time:  and  2  were  unavailable  for  follow-up.  How . 
ever,  2  othei-s  who  had  anticipated  major  changes  ai  5  years 
had  ah-eady  made  this  change  by  1988.  A  significani  |>ercen:- 
age  of  the  70  indi\idual  respondents  to  the  first  suney  w  ho 
failed  to  respond  m  the  second  one  could  not  be  readily  traced 
and  are  presumed  to  be  retired  from  pathology  or  dead.  This 
suggests  that  the  projections  made  in  198T  anticipating  ap- 
proximately 30  of  629  respondents  leaving  practice  over  1 
year  was  probably  on  the  low  side. 

With  the  exception  of  carefully  following  a  large  cohon  of 
practicing  pathologists  and  exhaustively  tracking  down  non- 
responders to  confirm  that  they  have  left  the  practice  or  died, 
the  next  best  determination  of  attrition  is  based  on  the  re- 
sponses of  individual  pathologists  indicating  anticipated 
change  over  the  next  year  and/or  2  to  a  years  added  to  the 
actuarial  death  rate  based  on  th«  afe  and  gender  of  the 
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Key  Discriminators  in  the  Manpower 
Equation 


The  severity  of  the  current  manpower  situation  in 
pathology  has  been  carefully  documented  both  with  re- 
spect to  community  practice  and  to  academia.  '"*  The  sud- 
(ien  emergence  of  the  present  deficit,  a  shortfall  that  is 
expected  to  worsen  significantly  over  at  least  the  next  12 
to  1 5  years,  caught  most  pathologists  by  surprise.  Their 
initial  response  was  one  of  disbelief.  Once  convinced  of 
the  severity  of  the  situation  and  of  the  implications  for 
(he  fiiture  of  the  discipline,  however,  these  same  individ- 
uals next  ask,  "Well,  how  badly  are  we  doing?"  Thb  seem- 
ingly straightforward  question  is,  in  fact,  niuch  more  dif- 
ficult to  address  than  might  be  anticipated. 

In  the  current  issue  of  the  Journal,  Vance  et  al* 
provide  a  wealth  of  information  concerning  trainees  In 
pathology.  These  individuab.  and  their  successors,  con- 
stitute a  major  piece  of  the  manpower  puzzle;  with  rare 
exceptioiM,  pathology  training  programs  in  the  United 
Sutes  provide  all  academic,  community  hospital,  and 
government-employed  pathologists  for  this  country.  As 
a  consequence,  the  prognosis  for  pathology  manpower 
is  largely  dependent  on  the  kinetics  of  the  training  sit- 
uation. But  tvhich  of  these  ntunbers  are  moM  important 
and  do  they  provide  any  reaton  for  optimism?  More 
importantly,  can  aiy  angle  parameter  serve  as  a  bench- 
mark for  succettf 

Historically,  peniMi*  interested  in  pathology  man- 
power have  beoi  olMcned  with  "the  match."  Every 
spring  the  NatkMal  Residoit  Matching  Program 
(NRMP)  pubiishe*.  on  a  progiam-by-program  basis,  the 
number  of  senior  medical  studenu  «vho  selected  an  in- 
stitution as  well  a*  the  number  of  position*  offered.  In 
the  past,  and  especially  during  the  period  from  1970  to 
1988,  match  results  were  a  good  indicator  of  the  man- 
power situation.  However,  a  number  of  problems  have 
emerged  to  weaken  ibe  match's  value  as  an  indicator. 
With  the  implementation  of  the  fifth  year,  10%  to  20% 
of  medical  students  planning  a  career  in  pathology  have 
elected  to  match  in  another  discipline  Cntemal  medicine, 
pediatrics,  etc)  for  their  first  postgraduate  year.  In  ad- 
dition, pathology  has  become  the  alternative  career 
choice  of  an  increasingly  large  nimiber  of  persons  who 
started  out  in  another  specialty  and  then,  for  a  variety 


of  reasons,  modified  their  plans.  Program  directon  seem 
to  accommodate  these  transplants  by  shifting  slots  out 
of  the  match.  Finally,  pathology  also  suffers  significant 
attrition  during  the  miniaf  proceu.  Tha*  phenomenon, 
which  may  involve  30%  to  40%  of  all  entrants  to  the 
training  proccM.  is  not  rdkcted  in  match  results.  Thus, 
the  total  number  of  positions  offered  and  filled  via  the 
NRMP  only  indirectly  reflects  the  trainee  manpower  sit- 
uation and  is  a  generally  poor  indicator  of  the  supply 
side  of  the  manpower  equation. 

The  total  nimiber  of  training  programs  and  resident 
positions  and  the  proportion  of  positiotu  filled  have 
similar  drawbacks  as  prognostic  barometers.  Each  faik 
to  reflect  the  attrition  problem.  Some  account  must  also 
be  taken  of  training  programs  that  chronically  underfill, 
even  though  recent  efforu  by  the  Pathology  Residency 
Review  Committee  have  markedly  reduced  the  number 
of  such  institution.  The  number  of  trainees  in  each 
year  of  training  is  an  important  piece  of  data,  but  only 
in  association  with  the  size  of  the  entering  class,  so  as 
to  permit  the  calculation  of  attrition. 

Historically,  pathology  training  program  directors 
have  tended  to  fill  open  slots  with  graduates  of  non-US 
medical  schools  rather  than  leave  such  positions  vacant 
and  susceptible  to  reassignment  to  another  specialty.  As 
a  result,  roughly  25%  of  the  practitioners  of  pathology 
today  are  graduates  of  foreign  medical  school  (FMCs). 
The  proportion  of  FMC  trainees  is  therefore  an  indi- 
cator of  our  success,  or  lack  of  same,  in  attractmg  UG 
graduates.  However,  at  best,  this  indicator  represents 
an  indirect  measure  of  success.  It  also  undoubtedly  of- 
fends many  excellent  pathologisu  who  either  ( 1 )  trained 
abroad  or  (2)  competed  successfully  with  Amencan 
graduates  for  a  US  mining  skx. 

Oeariy,  the  most  straightforward  approach  lo  the 
issue  is  to  examine  the  relaiionship  between  (1)  the 
number  of  practicing  pathologisu  km  to  the  discipline 
(due  to  death,  retirement,  etc)  versus  (2)  the  number  of 
graduating  house  staff  entering  practice.  With  steady- 
state  kinetics,  this  number  woim  be  1 .0.  Results  from 
the  most  recent  manpower  surveys  indicate  that  in  com- 
munity practice,  for  example,  this  figure  is  0  41."  Un- 
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The  Accelerated  Graying  of 
American  Pathoiogy 
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The  resulu  of  the  1988  survey  of  the  Naiional 
Pathology  Manpower  Daubase  (NPMD)  have  been 
analyzed  and  join  an  increasing  body  of  evidence  in 
support  of  a  current  deficit  of  pathologists  engaged 
in  community  practice  in  the  United  Stales,  a  shortfall 
that  promises  to  worsen  for  the  foreseeable  future.'' 
A  more  recent  assessment  of  miliury  pathologists  and 
others  employed  by  the  federal  government  also  re- 
veals a  growing  shortage,  one  unlikely  to  be  negated 
by  current  and  projected  residents  in  the  federal 
pipeline.  We  are  currently  in  the  process  of  reanalyz- 
ing the  third  component  of  the  manpower  equation, 
academic  pathology:  there  is  no  reason,  however,  to 
think  that  the  situation  has  improved  since  the  last 
such  survey  in  1984  which  demonstrated  a  marked 
shortage.*  In  fact,  discussioiu  with  pathology  chair- 
men and  preliminary  analysis  of  the  academic  man- 
power data  suggest  that  the  situation  has  worsened 
signiflcandy  in  the  interim. 

We  recognize  that  it  is  difTiculi  to  understand  the 
basis  for  the  situation  descnbed  above.  It  seems  like 
just  a  shoit  ume  ago  that  graduates  of  pathology 
training  programs  in  the  United  Sutes  were  experi- 
encing difficulty  in  locating  positions,  especially  in  the 
community  practice  setting.  A  series  of  federal  initi- 
atives, concerned  primarily  with  reimbursement, 
further  confounded  the  manpower  equation  and 
prompted  some  to  discourage  medical  students  inter- 
ested in  a  career  in  pathology.  What  then  has 
changed?  And  what  is  the  etiology  of  the  current  and 
impending  shortage  of  pathologists? 

In  this  presenution  we  will  review  the  manpower 
kinetics  in  American  pathology  and  show  that  the 
current  shoruge  of  both  academic  and  community 
hospiul-based  patholoffisu  was  predicuble  on  the 
basis  of  the  demographics  of  pathologists  and  the 
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resulunt  disequilibrium  between  the  number  of  per- 
sons entering  and  leaving  the  discipline  Further- 
more, although  this  shortage  is  of  moderate  magni- 
tude at  present,  it  can  be  expected  to  worsen  dramat- 
ically during  the  next  7  to  10  years.  And  finallv. 
absent  a  marked  increase  in  American  medical  stu- 
dents electing  a  career  in  pathology,  this  shortage  can 
be  expected  to  continue  for  the  foreseeable  future. 

fMJMBOS  or  PATHOlOeiSTS 

Prior  to  World  War  II,  there  were  relatively  few 
pathologuts  in  the  United  Sutes.  As  shown  in  Fig  I, 
the  American  Medical  Association  listed  fewer  than 
1.000  pathologisu  in  1940,'  the  first  year  that  such 
dau  are  available.  During  the  subsequent  45  years, 
however,  the  discipline  grew  by  almost  16-fold  to  en- 
compass 15,456  individuals.  By  contrast,  during  the 
same  time  period,  the  total  physician  pool  grew  by 
roughly  threefold  from  175,163  to  552.716  (Fig  2)  ' 
The  result  has  been  an  increased  proportion  of  phy- 
sicians who  are  pathologists,  a  figure  which  reached  a 
peak  of  3.1%  in  1970  (Fig  3). 

DCATMS  AND  RE11RBMB4TS 

Prior  to  World  War  II,  a  rough  equilibrium  ap- 
pears to  have  existed  with  respea  to  manpower  ki- 
netics in  pathology:  the  number  of  persons  entenng 
the  discipline  approximated  those  leaving  due  to 
death,  retirement,  etc.  After  the  War,  and  especially 
from  1955  to  1970,  the  field  of  pathology  expanded 
dramatically  and  entrants  markedly  exceeded  those 
leaving.  Today,  however,  these  post- War  entrants  are 
being  lost  to  the  discipline  by  retirement  and  death. 

It  stands  to  reason  that  the  exponential  character 
of  the  growth  curve  of  pathologists  experienced  from 
1955  to  1970  must  subsequendy  be  mirrored  by  a 
similar  death/retirement  curve.  The  interval  between 
these  two  curves  will  be  the  average  professional 
lifespan  of  the  involved  individuals.  In  pathology,  this 
figure  is  currendy  25  to  30  years  as  based  on  the 
following  observation*:  average  age  at  completion  of 
residency  training,  54  years';  average  age  of  retire- 
ment, 62  to  65  yean  (see  below);  and  a  current  aver- 
age of  6.86  deaths/ 1. 000  pathotogisu  per  year* 
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UBU  1   Anticipated  Vacancies  Among  Community 
Patt>oiogi«l«:  1986  National  Pattx>logy  Manpower  Survey' 


Clunge 


Subsequent 
4  Vean 


Total  at 
5  Yean 


Retire  9.00  82  00  91.00 

Change  tpecialiiei  5  00  7.00  12  00 
Other  major  career 

changesr  11.00  19.00  50.00 

Oeathst  3  33  2198  34  33 

Total  27.33  12998  137  53 

Extrapolated  to  11.476 
community  paihologttti        502  60  2.37126  2.873.86 

*  Results  based  upon  responses  from  629  community 
pathologists.  * 

t  Hospital  administration,  change  to  nonmedical  career. 

t  Based  on  1984  aauarial  ubles  for  teachers  adjusted  for  age 
and  gender. 


UllI  a.    Results  Of  Recent  ManpovKer  Suiveys  and 
Implications  (or  Itte  Kiture 


Segment 
Surveyed 


\o.  of 
Vacancies  at 

Year  of       Time  of       

Survev         Survey         1  Yea 


Anticipated 
Losses* 


5  Years 


.Academic  1984 

Academic  1990 

Communiiv  hospital  1986 

Community  hospital  1988 

Covemmeni  service^  1989 


272 
367 


14 


IS7t 
145 
303 
739 
25 


649t 

Unknown 

2.874 

3.136 

Unknown 


*  Due  to  retirement,  death,  change  in  specialty,  relocate  lo 
industry,  etc^  losses  due  to  death  in  academic  seaor  are  based  on 
■  he  assumption  that  academic  and  community  hospital  pathologists 
exhibit  comparable  age  and  gender  distributions. 

t  Does  not  include  anticipated  losses  in  community  pracuce. 

t  Includes  only  uniformed  services:  dau  for  Veteraiu  Admin- 
istration not  available. 


resident-graduates  per  year  for  the  foreseeable  fu- 
ture. 


tirement  curve,  the  situation  can  be  expected  to 
worsen. 


KINETICS  OF  PATHOlOeV  MANPOWER 

Tables  1  and  2  show  anticipated  vacancies  in  the 
community  practice  of  pathology.  Historically,  70% 
of  the  graduates  of  residency  training  programs 
(roughly  250  persons  per  year)  have  gone  into  com- 
munity practice  iwith  the  remainder  eleaing  careers 
in  academic  pathology  and  government  service. 
Keeping  these  figures  in  mind,  the  magnitude  of  the 
shortfall  of  pathologists  in  the  community  setting  is 
evident  in  Table  3.  The  numbers  of  current  and  an- 
ticipated vacancies  gready  exceed  the  supply  of  pa- 
thology house  suff  completing  their  training  and  en- 
tering the  job  market.  Comparable  data  derived  from 
(he  1984  survey  of  academic  pathologists  and  depart- 
mental chairmen^  are  also  included  in  Table  3.  In 
sum,  the  discipline  is  losing  an  average  1.87  patholo- 
gists per  day;  as  of  July  1990,  thescMMidoiu  are  be- 
ing replenished  on  average  by  0.96  itewly  minted 
graduates  of  our  training  programs  per  day.  In  other 
words,  the  manpower  equation  is  in  marked  disequi- 
librium: gaiiu  only  represent  slightly  over  half  of 
losses.  And  as  we  etiter  iheteep  portion  of  the  re- 

TABUL   AnlldpatadVacarKle*  Among  Convnunlly 
Pcrttxslogists:  1988  NkjHonal  Pottalogy  Manpower  Sun/ey* 


Change 

1  Vesr 

Subtequent 
4  Yean 

Total  at 
5  Yean 

Retire 

OUiert 
Dcaihit 

17.0 
12.0 

3.5 

3.8M 

79.0 
10.0 
11.5 
17.421 

96.0 
22.0 
15.0 
21.275 

Toul 

S6.SS4 

117.921 

154.275 

Exmpotaied  to  11.423 
community  paihologisu 

738.91 

2J96.8J 

3,135.73 

*  Result!  based  on  responses  from  562  coaununiiy  paibolo- 
gisu.* 

t  Full  to  pan-time,  law  practice,  fonnaic  paihotogy,  botpiial 
administratioo,  industry. 

t  Age/gender-adjuned  aauarial  dau.* 


THE  FUTURE 

As  indicated  above,  barring  unforeseen  events, 
the  current  disequilibrium  in  pathology  manpower 
will  become  increasingly  severe  until  at  least  2007  or 
the  year  when  the  average  person  entering  the  disci- 
pline at  the  end  of  the  exponential  growth  phase 
(1975)  can  be  expected  to  retire.  There  are  a  number 
of  variables  that  confound  manpower  data  In  pathol- 
ogy. Unfonunately,  each  of  these  would  tend  to  sug- 
gest that  the  situation  in  the  future  may  be  even  worse 
than  currendy  anticipated.  These  variables  relate  to 
age  of  retirement  and  numbers  of  foreign  graduates 
entering  the  discipline. 

Currendy  there  is  a  tendency  for  physicians  in 
general  to  retire  at  a  younger  age  than  in  the  past'" 
(and  unpublished  data).  Pathologists  not  only  share 
this  tendency  but  may  aaually  be  trendsetters.  In 
1986,  the  average  estimated  retirement  age  of  com- 
munity pathologists  in  the  NPMD  was  62'  and  in 
1988  it  was  65.' In  1988,  24^%  of  community  pa- 
thologists in  the  NPMD  were  55  vears  of  age  or  older 
and  the  mean  age  was  52  years.*  In  other  words,  al- 
most half  of  the  discipline  can  be  expected  to  retire  in 
the  next  10  to  15  years  (assuming  that  they  don't  die 
first).  This  tendency  toward  eariy  retirement  is  re- 
flected in  the  relative  deficit  of  pathologisu  over  65 
years  of  age  in  comparison  with  other  physidaiu  as 
shown  in  Table  4.  This  ubie  also  reveals  a  highly 
uneven  represenution  of  pathologisu  by  the  indi- 
cated age  group,  a  phenomenon  which  relates  in 
large  measure  to  recent  recruitment  problems"  that 
have  resulted  in  a  paucity  of  pathologists  in  the 
younger  age  groups. 

In  the  past,  soortfall*  of  American  pathologists 
have  been  raitially  muled  by  foreign  medical  school 
graduates  (FMGt)  of  both  American  and  foreign  her- 
iuge.  As  a  consequence,  approiimatfly  40%  of  com- 
munity pathologists  in  the  NPMD  are  graduates  of 
other  than  US  medical  schools.  All  indications  at 
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even  stabilize  (albeii  at  a  distinct  shortage  level)  under 
the  most  optimistic  circumstances  until  the  next  cen- 
lury. 
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Chairman  Stark.  Thank  you  very  much. 

I  want  to  apologize  to  the  panel.  We  are  faced  with  a  series  of 
three  votes,  which  will  consume  the  better  part  of  half  of  an  hour, 
and  it  would  not  be  my  intention  to  ask  you  to  wait. 

I  think  you  heard  the  questions  that  the  Chair  addressed,  at 
least,  to  the  previous  panel  regarding  cost  controls  versus  price 
freezes,  and  I  would  add  my  admonition  that  there  will  be — you  all 
may  be  required  to  work  for  staff-modeled  HMOs,  if  managed  com- 
petition evolves,  and  that  will  be  out  of  my  hands.  You  will  all  be 
working  for  a  salary.  And  that  is  the  logical  outcome  of  the  Jackson 
Hole  approach. 

It  will  be  an  interesting  couple  of  months  ahead  as  we  see  what 
happens.  This  will  not  be  the  last  meeting  we  will  have  this  year. 
Once  we  do  this,  I  understand  we  will  be  doing  reform,  and  I  think 
we  will  be  going  back  through  the  same  list  of  questions. 

So  if  you  will,  I  would  appreciate  any  additional  comments  you 
might  care  to  address  to  the  Chair  privately  or  to  be  includedf  in 
the  record,  and  I  look  forward  to  working  with  each  of  you  and 
your  representatives  here. 

I  assure  you  that  we  will  not  go  off  blindly  making  changes,  but 
I  also  assure  you  that  we  are  quite  serious  in  stopping  the  rate  of 
increase  in  the  aggregate,  or  lowering  that  rate  of  increase,  not 
necessarily  cutting  anybody's  fees,  although  that  may  be  the  result 
of  various  changes,  but  certainly  seeing  that  we,  in  the  next  5 
years,  get  the  rate  of  increase  in  the  aggregate  cost  of  medical  fees 
and  services  down  to  about  6  percent  a  year  growth. 

That  is  not  going  to  be  fun.  That  means  tnat  we  are  taking  bil- 
lions of  dollars  out  of  your  profession  that  you  could  anticipate 
now.  And  I  am  iust  saying  that  you  guys  are  not  going  to  like  it, 
and  the  hospitals  are  not  going  to  like  it,  and  the  pharmaceutical 
companies  are  not  going  to  like  it,  and  I  do  not  suppose  members 
of  Congpress  are  going  to  like  having  their  pensions  cut. 

But  this  is  what  we  are  faced  with.  I  hope  we  can  do  it  together, 
so  that  basically  all  patients,  many  of  whom  do  not  get  to  see  you 
except  through  the  emergency  room,  and  the  well-to-do — will  get 
the  benefit  of  your  excellent  treatment. 

I  look  forward  to  working  with  you.  Thank  you  very  much  for 
participating  today.  I  appreciate  it.  And  the  committee  is  in  recess. 

[Whereupon,  at  12:40  p.m.,  the  hearing  adjourned.] 

[Submissions  for  the  record  follow:] 
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TESTIMONY  OF  THE  AMERICAN  ASSOCIATION  OF  NURSE  ANESTHETISTS 

The  Arierican  Association  of  Nurse  Anesthetists  (AANA)  is  the 
professional  association  that  represents  over  25,000 
certified  registered  nurse  anesthetists  (CRNAs) ,  which  is 
more  than  96  percent  of  the  nurse  anesthetists  in  the  United 
States.   For  those  new  members  of  the  committee  who  may  be 
unfamiliar  with  CRNA  practice,  we  will  provide  some 
background  information  for  you  in  an  attachment  to  this 
testimony . 

The  AANA  appreciates  the  opportunity  to  provide  testimony 
regarding  the  Administration's  Fiscal  Year  1994  budget 
proposal  to  bundle  payments  for  inpatient  radiology, 
anesthesiology,  and  pathology  services  into  a  hospital  DRG 
payment  (a  RAP  DRG) . 


AANA  SUPPORTS  ANESTHESIA  REFORM  BUT  OPPOSES  A  RAP  DRG 


The  AANA  supports  the  need  for  health  care  reform  in  this 
country,  due  to  skyrocketing  health  care  costs  and  lack  of 
access  to  health  care  by  millions  of  Americans.   We  believe 
that  anesthesia  providers  must  do  our  part  in  terms  of 
helping  to  reform  inefficiencies  in  the  anesthesia  system 
that  result  in  unnecessarily  high  federal  expenditures.   But 
the  AANA  opposes  the  Administration's  RAP  DRG  proposal 
because  its  methodology  does  not  appropriately  address  the 
role  that  CFlNAs  play  in  providing  patients  access  to  safe, 
cost-effective  anesthesia  services.   The  proposal  ignores 
the  fact  that  since  1989,  CRNAs  have  the  authority  to  be 
paid  directly  under  Medicare  Part  B.   The  proposal  only 
mentions  medical  staff  and  individual  physicians. 


CRNA  PRACTICE  ARRANGEMENTS 


The  1992  AANA  Membership  Survey  data  indicates  that 
approximately  42%  of  CRNAs  are  employed  by  a  hospital,  33% 
are  employed  by  a  CRNA/anesthesiologist  group,  and  15%  are 
self-employed,  work  for  CRNA  groups,  or  work  as  locum  tenens 
(providing  vacation/temporary  relief) .   The  remainder  work 
in  offices,  clinics,  surgicenters ,  universities,  the 
military,  the  Veterans  Administration,  or  the  U.S.  Public 
Health  Service.   AANA  has  historically  believed  that  the 
marketplace  should  decide  what  CRNA/anesthesiologist 
practice  arrangements  should  be. 

The  Administration's  RAP  DRG  payment  would  be  made  to  the 
medical  staff,  or  to  the  hospital  if  the  medical  staff  did 
not  want  to  receive  the  payment.   AANA ' s  reason  for  opposing 
the  proposal  can  be  graphically  depicted  by  the  following 
possible  scenario:   a  hospital  contracts  out  for  radiology 
and  pathology  services  from  a  radiology/pathology  group,  but 
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employs  CRNAs  to  provide  anesthesia  services.   Under  the 
Administration's  proposal,  the  radiology/pathology  group 
could  receive  the  Medicare  RAP  DRG  payment  and  then  the 
hospital  would  be  required  to  negotiate  with  that  group  for 
its  portion  of  the  payment  for  CRNA  services.   The  AANA  does 
not  believe  that  hospitals  should  be  placed  in  the  position 
of  having  to  negotiate  with  a  radiology/pathology  group  to 
receive  its  appropriate  share  of  payment  for  the  services  of 
its  CRNA  employees. 


SUMMARY 


The  AANA  believes  that  there  must  be  reform  in  anesthesia 
payment  under  Medicare.   However,  the  AANA  opposes  the 
Administration's  RAP  DRG  proposal  because  its  methodology 
does  not  appropriately  address  the  role  that  CRNAs  play  in 
providing  patients  access  to  safe,  cost-effective  anesthesia 
services. 

The  AANA  appreciates  the  support  that  this  committee  has 
historically  shown  for  the  value  of  CRNA  services.   Thank 
you  for  your  consideration  of  our  views  on  this  issue.   We 
request  the  opportunity  to  orally  testify  on  any  additional 
proposals  for  anesthesia  payment  reform  that  may  come  before 
the  committee  during  this  congressional  session. 
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BACKGROUND  ON  CRNA  PRACTICE 


This  attachment  provides  background  information  for  you  on 
the  following  CRNA  issues: 

1.  History  of  nurse  anesthesia, 

2.  Educational  preparation, 

3.  Patient  access, 

4.  Quality  of  care, 

5.  Cost-effectiveness  of  care, 

6.  Physician  liability, 

7.  Clinical  privileges, 

8.  History  of  Medicare  anesthesia  payment,  and 

9.  CRNA  Medicare  rates. 

History  of  Nurse  Anesthesia 

Nurses  have  been  providing  anesthesia  services  to  patients 
within  the  U.S.  since  the  late  1870's.   Because  there  had 
been  significant  morbidity  and  mortality  associated  with  the 
use  of  the  "occasional  anesthetist"  for  the  administration 
of  anesthesia,  surgeons  in  the  U.S.  encouraged  nurses  to 
specialize  in  this  field.   At  first,   most  nurse 
anesthetists  learned  their  anesthesia  in  on-the-job  training 
programs  (similar  to  medical  residencies  of  that  day) .   The 
educational  preparation  and  practice  of  CRNAs  is  quite 
different  today. 

Educational  Preparation 

There  are  currently  92  accredited  nurse  anesthesia  education 
programs.   The  requirements  for  admission  to  a  nurse 
anesthesia  education  program  are: 

•-'A  Bachelor  of  Science  in  Nursing  or  another  appropriate 
baccalaureate  degree, 

•  A  license  as  a  registered  nurse,  and 

•  A  minimum  of  one  year  of  acute  care  nursing  experience. 

Nurse  anesthesia  education  programs  comprise  24-36  months  of 
graduate  course  work  including  both  classroom  and  clinical 
experience.   The  classroom  curriculum  emphasizes  anatomy, 
physiology,  pathophysiology,  biochemistry,  chemistry, 
physics  and  pharmacology  as  they  relate  to  anesthesia.   The 
major  clinical  component  provides  experience  with  a  variety 
of  anesthesia  techniques  and  procedures  for  all  types  of 
surgery  and  obstetrics.   Of  the  92  nurse  anesthesia 
education  programs,  80%  offer  a  master's  degree.   The  other 
20%  of  programs  are  modifying  their  curriculum  to  meet  the 
requirement  that  all  programs  offer  a  master's  degree 
beginning  in  1998. 
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Patient  Access  Increased 

CRNAs  increase  access  to  anesthesia  services,  by 
administering  65%  of  the  26  million  anesthetics  given  in  the 
United  States  annually.   CRNAs  are  the  sole  anesthesia 
providers  in  85%  of  rural  hospitals.   CRNAs  provide 
anesthesia  services  for  all  types  of  surgeries,  in  all  types 
of  facilities,  and  for  all  levels  of  patient  acuity. 

Quality  of  Care  Provided  by  CRNAs 

CRNAs  have  the  legal  authority  to  practice  anesthesia  in  all 
50  states,  without  anesthesiologist  supervision.   There  is 
no  study  which  shows  that  the  anesthesia  care  provided  by  an 
anesthesiologist  is  superior  to  that  provided  by  a  CRNA.   In 
fact,  the  only  studies  that  exist  suggest  that  the  quality 
of  care  is  not  significantly  different. 

The  practice  of  anesthesia  has  gotten  safer  in  recent  years 
due  to  improvements  in  medications  and  technology  advances 
that  allow  for  increased  patient  monitoring.   In  fact,  in 
1990  the  Centers  for  Disease  Control  (CDC)  decided  not  to 
conduct  a  national  multi-million  dollar  morbidity  and 
mortality  study  on  anesthesia.   Doug  Klauke,  MD,  Assistant 
Director  for  Science,  Division  of  Surveillance  and 
Epidemiologic  Studies,  Epidemiology  Program  Office,  CDC, 
publicly  stated  that  "the  expected  benefit  of  this  multi- 
million  study  is  clearly  not  justified." 

Cost-effectiveness  of  CRNA  Practice 

A  1990  Department  of  Health  and  Human  Services  report 
presented  the  results  of  a  study  of  nurse  anesthesia 
manpower  needs  by  the  Health  Economics  Research,  Inc.   It 
estimated  that  the  cost  of  delivering  anesthesia  services  in 
a  "model  that  underutilizes  CRNAs  and  overutilizes 
anesthesiologists  will  be  $1.2  billion  more  in  2010  than  it  ' 
would  be  under  a  more  efficient  model. 

CRNAs  have  accepted  mandatory  assignment  under  Meaicare. 
Anesthesiologists  can  balance  bill  Medicare  beneficiaries. 
In  1992,  only  49.3%  of  anesthesiologists  were  participating 
physicians. 

Physician  Liability 

A  physician  or  authorized  provider  is  not  automatically  liable 
when  working  with  a  CRNA,  nor  is  the  physician  immune  from 
liability  when  working  with  an  anesthesiologist.   In  Schneider  v. 
Einstein  Medical  Center.  390  A. 2d  1271  (Penn.  1978)  and  Kitto  v. 
Gilbert.  570  P. 2d  544  (Colo.  1977),  the  court  found  the 
physicians  liable  for  the  negligence  of  anesthesiologists  because 
the  physicians  were  in  control  of  the  anesthesiologist's  actions. 
The  question,  as  in  the  case  of  a  physician  working  with  CRNAs, 
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is  whether  the  physician  was  in  control  of  the  acts  of  the 
anesthesiologists.   Usually,  this  is  a  factual  inquiry,  and  not  a 
conclusion  of  law.   There  are  many  cases  in  which  the  courts  have 
found  that  the  surgeon  was  not  in  control  of  the  CRNA  and, 
therefore,  not  liable  for  the  negligence  of  the  CRNA.   Cavero  v. 
Franklin  Benevolence  Society  (223  P.  2d  471,  California,  1950), 
Fortson  v.  McNamara  (508  So.  2d  35,  Florida,  1987),  Hughes  v.  St. 
Paul  Fire  and  Marine  Insurance  Company  (401  So.  2d  448, 
Louisiana,  1981),  Kemalvan  v.  Henderson  (227  P.  2d  372, 
Washington,  1954),  Parks  v.  Perry  (68  N.C.  App .  22,  North 
Carolina,  1984),  Sesselman  v.  Mulenberq  Hospital  (306  A. 2d  474, 
New  Jersey,  1954).   Numerous  cases  hold  that  mere  supervision  or 
direction  of  a  CRNA  is  insufficient  evidence  to  hold  a  physician 
liable  for  the  CRNA's  negligence.   See,  for  example,  Baird  v. 
Sickler,  69  Ohio  St. 2d  652  (1982);   McCullough  v.  Bethany  Medical 
Center,  235  Kan.  732  (1984);   Elizondo  v.  Tavarez,  596  S.W.  2d 
667  (Texas,  1980);   Parker  v.  Vanderbilt.  767  S.W.  2d  412  (Tenn. , 
1988);   Whitfield  v.  Whittaker  Memorial  Hospital,  210  Va.  176 
(1969) .   It  is  clear  from  the  case  law  that  in  order  for  a 
physician  to  be  liable  for  the  acts  of  the  anesthesia 
administrator,  the  physician  must  be  in  control  of  the 
administrator's  actions  and  not  merely  be  supervising  or 
directing  the  administrator. 

There  is  no  greater  liability  when  surgeons  or  obstetricians  work 
with  CRNAs.   The  principles  governing  liability  of  a  surgeon  when 
working  with  a  CRNA  are  the  same  as  those  governing  the  liability 
of  a  surgeon  when  working  with  an  anesthesiologist.   The  courts 
do  not  look  at  the  status  of  the  anesthesia  administrator  but,  in 
most  states,  at  the  degree  of  control  the  physician  exercises 
over  the  administrator  -  whether  that  administrator  is  a  CRNA  or 
an  anesthesiologist.   The  issue  in  each  case  is  the  extent  to 
which  the  physician  has  control  over  the  anesthesia 
administrator.   Thus,  a  court  may  render  different  conclusions 
for.  cases  that  involve  a  physician  working  with  a  CRNA  -  or,  for 
that  matter,  a  physician  working  with  an  anesthesiologist  -  if 
the  physician  controlled  the  CRNA  in  one  case  but  not  in  another. 
Every  state  permits  CRNAs  to  work  without  anesthesiologist 
supervision.   Some  state  licensing  laws  require  that  CRNAs 
work  under  the  "supervision"  or  "direction"  of  a  physician. 
Such  "supervision"  or  "direction"  does  not  require  that  the 
CRNA  be  supervised  by  an  anesthesiologist.   The  Joint 
Commission  on  Accreditation  of  Healthcare  Organizations  does 
not  require  that  CRNAs  be  supervised  by  an  anesthesiologist. 

The  nature  of  anesthesia  requires  the  constant  vigilance  of 
the  anesthesia  provider.   Studies  of  anesthesia  related 
incidents  show  that  most  are  avoidable.   Most  mishaps  result 
from  a  failure  of  the  practitioner  to  vigilently  monitor  the 
patient,  not  from  lack  of  education.   Vigilance  has  been  the 
hallmark  of  nurse  anesthesia  education  since  the 
profession's  creation.   The  AANA  has  been  publishing 
standards  calling  for  increased  monitoring  since  1974.   In 
1986,  after  publication  of  studies  of  anesthesia  related 
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incidents  showed  that  most  could  have  been  avoided,  the 
HARVARD  MINIMAL  MONITORING  STANDARDS  ON  ANESTHESIA  CARE  were 
published  in  the  Journal  of  the  American  Medical  Association 
(the  AANA  was  the  first  organization  to  endorse  the  then 
controversial  Harvard  Standards) .   Since  then,  the  AANA  has 
issued  even  more  explicit  monitoring  standards. 

The  most  substantial  difference  between  CRNAs  and 
anesthesiologists  is  that  prior  to  anesthesia  education, 
anesthesiologists  first  receive  medical  education  while 
CRNAs  first  receive  nursing  education.   However,  the 
anesthesia  part  of  the  education  is  very  similar  for  both 
providers.   CRNAs  and  anesthesiologists  are  both  educated  to 
use  the  same  anesthesia  process  in  the  provision  of 
anesthesia  and  related  services. 

Regarding  malpractice  insurance,  St.  Paul  Fire  and  Marine 
Insurance  Company  has  been  the  underwriter  for  the  AANA's 
Professional  Liability  Insurance  Program  for  more  than  eight 
years.   St.  Paul,  the  largest  medical  malpractice 
underwriter  in  the  United  States,  bases  their  yearly 
professional  insurance  premium  for  CRNAs  on  previous  claim 
losses.   For  the  last  three  years,  there  has  been  an  average 
annual  decrease  of  6%  in  CRNA  professional  liability 
insurance  premiums  due  to  the  decreased  number  of  claim 
losses. 

Clinical  Privileges 

If  there  is  insufficient  reimbursement  for  medically 
directed  CRNA  services,  then  hospitals  or  anesthesiologist 
groups  may  no  longer  want  to  employ  CRNAs.   As  a  result, 
CRNAs  may  be  forced  to  become  independent  practitioners  and 
compete  with  anesthesiologists.   However,  there  is  not 
always  an  equal  opportunity  to  compete.   CRNAs  are  required 
in  most  hospitals  to  practice  under  a  clinical  privileging 
process.   But  it  is  sometimes  difficult  for  CRNAs  to  secure 
hospital/ facility  clinical  privileges  due  to  exclusive 
contracts  and  restrictive  medical  staff  bylaws  which  either 
prohibit  or  deter  applications  based  on  the  class  of 
provider,  or  require  recommendation  and/or  approval  by  the 
Physician  Chief  of  the  Anesthesiology  Department.   These 
factors  are  often  difficult  to  surmount  because  CRNAs  with 
hospital/facility  clinical  privileges  may  be  viewed  as 
competitors  of  the  anesthesiologists  on  staff  at  the 
hospital/facility.   Consequently,  the  AANA  urges  Congress  to 
mandate  an  open  and  equitable  privileging  process  in  all 
health  care  facilities  receiving  federal  funding,  which 
would  allow  access  to  all  classes  of  providers. 
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History  of  Medicare  Anestbesia  Reimbursement 

The  issue  of  how  to  pay  for  anesthesia  services  when 
provided  by  CRNAs  and  anesthesiologists  working  together  is 
not  new.   It  is  something  that  Congress,  the  Health  Care 
Financing  Administration  (HCFA) ,  and  professional  anesthesia 
associations  have  struggled  with  since  the  inception  of 
Medicare  in  1965.   The  following  is  a  brief  historical 
perspective  on  anesthesia  reimbursement  under  Medicare. 

1.  As  enacted  in  1965,  Medicare  (Title  XVIII  of  the  Social 
Security  Act)  reimbursed  hospitals  under  Part  A  for 
"reasonable  costs"  of  anesthesia  services  provided  by 
hospital-employed  CRNAs.   Anesthesiologists  who  employed  and 
supervised  CRNAs  could  bill  under  Part  B  as  if  they  personally 
performed  the  case.   Anesthesiologists  who  supervised  CRNAs 
who  were  employed  by  a  hospital  could  bill  the  same  base  units 
as  if  they  did  the  case  themselves,  but  their  time  units  were 
halved. 

2.  The  Tax  Equity  and  Fiscal  Responsibility  Act  of  1982 
(TEFRA)  established  conditions  that  anesthesiologists 
must  fulfill  in  order  to  be  paid  for  medically  directing 
CRNAs.   In  addition,  TEFRA  limited  to  four  the  number  of 
concurrent  cases  of  medically  directing  CRNAs  that  an 
anesthesiologist  could  be  reimbursed  for. 

3.  The  Social  Security  Amendments  of  1983  created  the 
Prospective  Payment  System  (PPS)  .   Under  PPS,  all 
hospital  Part  A  payments  were  bundled  into  diagnosis- 
related  groupings  (DRGs) .   Hospitals  would  have  been 
forced  to  pay  for  their  CRNA  employee  costs  out  of  the 
fixed  DRG  payments  which  they  would  receive.   However, 
the  CRNA  costs  included  within  the  global  DRGs  had  been 
very  undervalued.   Therefore,  hospitals  could  not  have 

-  "recouped  their  actual  CRNA  costs  through  Medicare 

payments.   This  created  a  disincentive  for  hospitals  to    ' 
employ  CRNAs.   In  addition,  PPS  precluded  the  unbundling 
of  services.   Therefore,  anesthesiologists  who  employed 
CRNAs  that  worked  in  a  hospital  would  have  been  forced  to 
contract  with  that  hospital  to  get  the  CRNA  portion  of 
the  DRG. 

4.  The  Deficit  Reduction  Act  of  1984  established  a  pass- 
through  provision  for  hospital-employed  CRNA  costs  for  a 
three-year  period,  assuring  hospitals  that  they  would  not 
lose  money  by  employing  CRI^As.   It  also  allowed  an 
exception  to  the  unbundling  provisions  in  PPS,  to 
accommodate  anesthesiologists  billing  for  their  CRNA 
employees.   However,  due  to  the  temporary  nature  of  the 
pass-through  provision,  AANA  immediately  sought  a 
legislative  remedy  that  would  provide  for  direct  CRNA 
Medicare  reimbursement. 
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5.  The  Omnibus  Budget  Reconciliation  Act  of  1986  (OBRA86) 
established  direct  reimbursement  for  CRNAs  under  Medicare 
Part  B,  effective  on  January  1,  1989.   It  also  continued 
the  existing  forms  of  hospital  and  anesthesiologist 
billing  for  CRNA  services  under  Medicare  until  December 
31,  1988. 

6.  The  Omnibus  Budget  Reconciliation  Act  of  1987  imposed 
reductions  in  base  units  for  anesthesiologists  who 
medically  directed  CRNAs.   Anesthesiologists'  base  units 
were  reduced  by  10%  when  medically  directing  CRNAs  in  two 
concurrent  procedures,  25%  for  three  procedures,  and  4  0% 
for  four  procedures. 

7.  The  Omnibus  Budget  Reconciliation  Act  of  1989  created  the 
resource-based  relative  value  scale  (RBRVS)  system. 
During  the  implementation  of  RBRVS,  the  services  of 
anesthesiologists  were  found  to  be  29%  overvalued,  not 
18%,  as  had  been  originally  estimated. 

8.  The  Omnibus  Budget  Reconciliation  Act  of  1990  (OBRA90) 
statutorily  established  higher  Medicare  conversion 
factors  for  CRNAs .   It  is  noteworthy  that  Congress  did 
not  view  CRNA  fees  as  overvalued,  on  the  contrary,  it 
increased  CRNA  conversion  factors  just  a  year  after 
decreasing  anesthesiologist  conversion  factors.   OBRA90 
also  extended  the  10%,  25%,  and  40%  reduction  in  base 
units  for  the  concurrent  medical  direction  of  two,  three, 
and  four  CRNAs  respectively,  until  December  31,  1995.   In 
addition,  it  reduced  the  weighted  national  average 
conversion  factor  for  anesthesiology  services  by  7%  in 
1991,  adjusted  by  geographic  indices. 

9.  Under  the  RBRVS  phase-in,  1992  payments  per  service  for 
anesthesiologists  were  reduced  on  average  by  11%. 

'increased  CRNA  Medicare  Rates  Needed  to  Provide  Ec[uity 

CRNA  Medicare  conversion  factors  have  risen  in  recent  years 
to  correct  a  huge  inequity  in  the  CRNA  conversion  factors 
that  HCFA  established  under  the  CRNA   direct  reimbursement 
law.   OBRA8  6  directed  HCFA  to  develop  a  CRNA  fee  schedule 
under  which  total  payments  for  CRNA  services  would  equal  the 
estimated  total  amounts  that  would  have  been  paid  in  1989, 
if  the  services  were  included  as  inpatient  hospitals 
services.   In  January  1989,  HCFA  published  an  interim  CRNA 
fee  schedule  that  was  35%  below  what  would  have  been  paid 
under  a  continued  Medicare  Part  A  pass-through. 

HCFA's  low  CRNA  conversion  factors  occurred  for  two  reasons. 
First,  there  was  a  technical  error  in  the  fee  schedule 
legislation.   A  two-step  budget  neutrality  requirement 
forced  HCFA  to  calculate  the  CRNA  conversion  factors  using 
only  the  monies  paid  for  CRNA  services  under  Part  A  (which 
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represented  only  65%  of  the  total  CRNA  costs) .   Left  out  of 
the  equation  were  the  other  3  5%  of  costs  of  CRNAs  who  were 
physician-employed.   Therefore,  the  interim  CRNA  fee 
schedule  attempted  to  pay  100%  of  CRNAs  with  only  65%  of  the 
money  that  had  paid  out  for  CRNA  services  in  the  previous 
year.   Second,  HCFA  admittedly  undervalued  CRNA  services  by 
not  using  the  most  current  and  accurate  AANA  data.   This 
undervaluing  problem  was  eventually  corrected  in  the  CRNA 
final  fee  schedule  published  on  July  31,  1992,  and  financial 
corrections  were  made  by  HCFA.   However,  the  only  way  to 
remedy  the  technical  error  in  OBRA86  regarding  physician- 
employed  CRNA  costs,  that  resulted  in  inequities  in  the  1989 
interim  fee  schedule,  was  for  AANA  to  return  to  the 
legislative  arena  to  secure  fair  Medicare  CRNA  conversion 
factors. 

When  HCFA  was  developing  the  1989  CRNA  conversion  factors, 
AANA  had  repeatedly  contended  that  the  average  amount  per 
unit  that  would  have  been  paid  under  a  cost-based  system  in 
1989  for  a  non-medically  directed  CRNA  was  $21.83;  the 
average  amount  per  unit  for  a  medically  directed  CRNA  was 
$13.85.   These  $21.83  and  $13.85  figures  were  the  basis  for 
the  legislation  in  the  102nd  Congress  which  sought  a  $21.00 
conversion  factor  for  non-medically  directed  CRNAs  and  a 
$14.00  conversion  factor  for  medically  directed  CRNAs.   AANA 
contended  that  the  $21/$14  fee  schedule  would  more  fairly 
approximate  what  Medicare  would  have  paid  in  1989  if  the 
CRNA  Medicare  direct  reimbursement  hadn't  been  enacted. 

Congress  agreed  with  AANA  on  the  need  to  increase  CRNA 
conversion  factors.   OBRA90  included  statutorily-determined 
Medicare  CRNA  conversion  factors,  effective  January  1,  1991. 
(See  Appendix  7)   While  the  original  AANA-supported 
legislation  in  the  102nd  Congress  would  have  created  a 
national  Medicare  CRNA  payment  rate  of  $21  per  unit  for  non- 
medically  directed  CRNAs  and  a  $14  per  unit  for  medically 
directed  CRNAs,  our  efforts  were  stymied  by  the  severe 
budget  deficit  facing  the  nation.   Congress  was  only  willing 
to  accept  a  fee  schedule  proposal  that  would  reimburse  non- 
medically  directed  CRNAs  at  the  same  level  that 
anesthesiologists  would  be  in  1996,  at  the  end  of  the  RBRVS 
transition.    At  that  time,  anesthesiologist  services  were 
estimated  to  be,  on  average,  18%  overvalued.   It  was 
envisioned  that  the  1990  anesthesiologist  average  conversion 
factor  of  $20.42  would  be  gradually  decreased  under  RBRVS 
until  in  1996  it  would  reach  82%  of  $20.42,  which  is  $16.75. 

Non-medicallv  Directed  CRNA  Rates 

Therefore,  the  non-medically  directed  CRNA  conversion 
factors  were  set  to  begin  in  1991  at  $15.50  and  increase 
$0.25  per  year  until  they  reached  $16.75  in  1996  (adjusted 
by  geographic  indices).   The  $16.75  is  the  same  rate  that 
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anesthesiologists  were  predicted  to  receive  in  1996. 

1991  -  $15.50 

1992  -  $15.75 

1993  -  $16.00 

1994  -  $16.25 

1995  -  $16.50 

1996  -  $16.75 


Medically  Directed  CRNA  Rates 

The  medically  directed  CRNA  conversion  factors  were  set  at 
70%  of  the  non-medically  directed  CRNA  conversion  factors. 
Therefore,  they  would  begin  in  1991  at  $10.50  and  increase 
$0.25  per  year  until  they  reached  $11.70  in  1996  (adjusted 
by  geographic  indices) . 

1991  -  $10.50 

1992  -  $10.75 

1993  -  $11,00 

1994  -  $11.25 

1995  -  $11.50 

1996  -  $11.70 

When  the  CRNA  rates  under  OBRA90  were  created,  no  one 
envisioned  that  anesthesiologist  services  would  eventually 
be  viewed  as  29%  overvalued  under  RBRVS.   The  fact  that 
anesthesiologist  services  were  ultimately  viewed  as  29% 
overvalued,  versus  18%  as  originally  projected,  is  the 
reason  that  anesthesiologist  conversion  factors  have 
declined  so  dramatically  in  recent  years. 

The  fact  that  anesthesiologist  rates  have  declined,  however, 
does  not  diminish  the  fact  that  the  CRNA  increases  under 
JMedicare  are  justified  by  the  fact  that  they  are  not  higher 
than  they  would  have  been  if  CRNA  services  were  still  paid 
for  under  the  hospital  reasonable  cost  pass-through.   Any 
attempt  to  utilize  a  snapshot  of  CRNA  Medicare  conversion 
factors  for  1990-1992  as  a  way  of  legitimizing  future  CRNA 
payment  cuts  is  a  misrepresentation  of  the  history  of  CRNA 
payment  under  Medicare.   The  higher  OBRA90  CRNA  conversion 
factors  merely  brought  equity  to  CRNA  Medicare  payment, 
which  had  been  underpaid  since  1989. 

The  AANA  fought  very  hard  to  secure  fair  direct  CRNA 
reimbursement  under  Medicare.   We  have  also  consistently 
urged  the  Physician  Payment  Review  Commission  and  Congress 
to  establish  a  payment  policy  that  determines  the  value  of 
an  anesthesia  service  and  then  pays  that  amount  to  whoever 
provides  the  service. 
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STATEMENT  OF  THE 

AMERICAN  COLLEGE  OF  RHEUMATOLOGY 

TO  THE  SUBCOMMITTEE  ON  HEALTH 

COMMITTEE  ON  WAYS  AND  MEANS 

U.S.  HOUSE  OF  REPRESENTATIVES 

FOR  THE  RECORD  OF  THE  HEARING 

MARCH  25,  1993 

RE:       BUDGET  ISSUES  RELATING  TO  PAYMENT  UNDER  PART  B 
OF  THE  MEDICARE  PROGRAM  FOR  PHYSICIAN  SERVICES 


TTie  American  College  of  Rheumatology  (ACRAhe  College)  is  pleased  to  submit  a  statement  to  the 
Subcommittee  on  Health,  Committee  on  Ways  and  Means  for  the  record  of  the  March  25,  1993 
hearing  on  budget  issues  relating  to  payment  for  physician  services  under  Part  B  of  the  Medicare 
program.  The  College  is  committed  to  efforts  to  stimulate  the  economy  and  reduce  the  federal 
budget  deficit. 

The  ACR  is  the  professional  organization  of  rtieumatologists.  It  includes  practicing  physicians  and 
research  scientists  who  are  dedicated  to  preventing  disability,  healing  and  eventually  curing  more 
than  100  types  of  arthritis  and  related  disabling  and  sometimes  fatal  disorders  of  the  joints, 
muscles,  and  bones. 

Our  comments  wilt  focus  on  three  of  the  President's  budget  proposals  which  affect  the  Medicare 
Part  B  program  Specifically,  the  plans  to  (1)  phase  in  a  resource-based  practice  expense  index 
for  the  Medicare  Physician  Fee  Schedule  (MPS);  (2)  reduce  the  Medicare  conversion  factor  by  2 
percentage  points  for  all  services  except  primary  care;  and  (3)  reduce  the  default  formula  for  the 
Medicare  Volume  Performance  Standards  (MVPSs)  and  the  conversion  factor  updates. 


Resource-Based  Practice  Expenses  (RBPEs) 

The  ACR  has  been  a  strong  supporter  of  basing  the  practice  expense  component  of  the  MRS  on 
resources.  We  have  always  supported  this  in  concept  because  we  believe  that  basing  payments 
on  resources  is  the  most  equitable  way  to  reimburse  physicians. 

The  current  historical  charged  based  methodology  for  assigning  practice  expense  relative  value 
units  to  physician  services  continues  to  create  inequities  for  primary  care  and  other  evaluation 
and  management  oriented  physicians.    Only  54  percent  of  the  Medicare  Physician  Fee  Schedule 
(the  work  component)  Is  resource  based.  Practice  expense  (41  percent)  and  malpractice  expense 
(5  percent)  continue  to  be  based  on  distorted  historical  charges.  The  effort  to  reform  Medicare 
physician  payment  is  only  half  finished. 

While  we  therefore  support  efforts  to  move  to  a  resource  based  practice  expense  index  as  quickly 
as  possible,  we  are  very  concerned  about  the  President's  proposal  in  this  area. 

The  President's  Proposal  on  RBPE:   Phase  In  and  Reductions  -  Ttie  President's  plan  starts  off 
with  a  good  Idea.  It  would  phase  in  resource-based  practice  expenses  beginning  in  1997; 
although  the  actual  method  would  need  to  be  developed  and  more  data  collected  before  that 
time.    This  element  of  the  President's  proposal  has  been  recommended  to  Congress  by  the 
Physician  Payment  Review  Commission  (PPRC)  and  we  believe  It  is  a  step  In  the  right  direction. 
The  President's  plan,  also  however,  calls  for  reductions  in  the  current  practice  expense  relative 
value  units  (RVUs)  for  certain  services  in  1994,  1995,  and  1996,  prior  to  the  phase  in  of  resource- 
based  practice  expenses. 
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Specifically,  the  President's  proposal  would  'reduce  ttie  practice  component.. .when  it  exceeds  the 
value  of  the  won<  component'."  The  proposal  "would  reduce  practice  expenses  in  relation  to  the 
relative  value  work  units  by  one-half  of  the  difference  between  practice  expense  and  physician 
work  relative  value  units^." 

When  the  practice  expense  value  exceeds  the  work  value  for  a  particular  service,  we 
understand  that  the  Administration  Is  planning  to  reduce  the  practice  expense  RVU  by  25 
percent  of  the  difference  between  the  PE  and  work  values  In  1 994;  50  percent  of  the  original 
difference  In  1 995,  and  75  percent  of  the  original  difference  In  1 996.  This  Is  the  same  as 
reducing  the  PE  values  by  25  percent  of  the  original  difference  between  work  and  PE  each 
year  for  1 994,  1 995,  and  1 996.  The  President's  plan  also  sets  a  floor  of  1 1 0  percent  of  the 
work  amount.  That  Is,  the  practice  expense  value  cannot  be  reduced  below  110  percent  of 
the  work  RVU  under  the  President's  proposal.  The  savings  from  this  plan  Is  estimated  at  a 
little  over  $2  billion  over  a  four  year  period. 

ACR's  Concerns  ~  If  the  President's  plan  on  resource  based  practice  expenses  is  implemented 
as  written,  the  College  is  very  concerned  that  there  won't  be  enough  monies  left  in  1997  and 
beyond  for  sufficient  redistribution  to  services  with  undervalued  practice  expenses  including 
primary  care,  or  that  redistribution  will  never  take  place  if  future  further  cuts  are  sought  at  that 
time. 

The  College  and  many  others  have  always  supported  the  Resource-Based  Relative  Value  Scale 
(RBRVS)  which  was  used  for  the  MF3  because  philosophically  we  thought  it  was  a  much  more 
equitable  way  to  pay  physicians  than  via  historical  charges.  Physicians  supported  this  change 
because  they  understood  that  funds  would  be  redistributed  from  overvalued  surgical  procedures 
to  undervalued  evaluation  and  management  (EM)  services.   While  this  redistribution  has  occurred 
through  the  work  component  of  the  fee  schedule,  EM  services  and  particularly  primary  care 
remain  undervalued  because  of  the  historical  charge  based  system  for  practice  expenses. 

Rheumatologists  experience  significantly  higher  practice  costs  as  a  percentage  of  income  than 
most  physicians  because  they  are  primarily  office  based,  see  fewer  patients  in  day  while  providing 
lengthier  visits,  and  for  the  most  part  cannot  rely  on  better  paid  invasive  surgical  procedures  or 
diagnostic  testing  to  generate  additional  income  to  cover  their  overhead  costs.  According  to  Dr. 
Hsiao,  the  author  of  the  RBRVS,  it  was  reported  that  practice  expenses  for  rheumatologists  were 
54  percent  of  their  income  -  the  highest  percentage  of  any  other  medical  specialty  studied.^ 

While  we  would  like  to  see  resource  based  practice  expenses  implemented  in  a  budget  neutral 
manne-,  we  understand  that  medicine  must  do  its  part  to  contribute  to  reducing  the  federal 
budge:  deficit. 

ACR's  Suggested  Alternative  for  Deficit  Reduction  - 

Instead  of  only  reducing  the  practice  expense  (PE)  relative  value  units  (RVUs)  for  services 
with  higher  PEs  than  physician  work  values  (with  a  floor  of  110  percent  of  the  work  amount)  - 
-  reduce  PE  values  faster  and  deeper  for  overvalued  services  using  the  same  or  a  similar 
method  and  at  the  same  time  Increase  PE  values  for  undervalued  evaluation  and 
management  services,  particularly  office  visits;  allowing  the  same  level  of  savings  as  the 
President's  current  plan.  This  would  clearly  show  Congress'  commitment  to  encouraging 
primary  care  and  would  have  the  support  of  the  primary  care  community. 

Specifically,  it  could  be  done  by: 

1 .  accelerating  the  transition.   For  example,  instead  of  reducing  the  practice  expense  RVUs 

for  overvalued  procedures  by  25  percent  each  year,  the  RVUs  could  be  reduced  by  33 
percent  each  year.  Or,  one  could  front  load  the  reductions  by  taking  50  percent  the  first 


'  A  Vision  of  Change  tor  America.  Executive  Office  of  the  President,  Office  of  Management 
and  Budget  (February  17,  1993),  pages  97-98. 

'  ibid. 

'  "Relative  Cost  Differences  Among  Physicians'  Specialty  Practices,"  by  Becker,  Dunn,  and 
Hsiao,  JAMA.  October  28,  1 988,  page  2400. 
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year  and  a  little  less  each  addftional  year  (front  loading  would  also  probably  save  more 
money  In  the  long-run,  due  to  compounding). 

lowering  the  floor.  The  current  floor  of  1 1 0  percent  of  the  work  RVU  -  the  maximum 
amount  that  the  practice  expense  RVU  could  be  reduced  under  the  President's  plan  - 
could  be  lowered  further  to  100  percent  or  95  percent  of  the  work  value,  for  example. 

applying  alj  the  addttional  saving  that  would  result  from  accelerating  the  transition 
and  lowering  the  floor  to  increasing  practice  expense  RVUs  for  office  visits  and  other 
evaluation  and  management  services. 

To  make  this  a  more  acceptable  proposal  to  the  medical  profession,  Congress  may  want 
to  consider  asking  the  Physician  Payment  Review  Commission  to  identify  and  publish  a 
list  of  services  that  current  available  evidence  suggests  are  overvalued  and  undervalued 
as  an  alternative  to  arbitrarily  applying  reductions  to  any  service  when  the  practice 
expense  RVU  exceeds  the  work  RVU. 

Also,  if  the  President's  proposed  method  is  pursued,  Congress  may  also  want  to  consider 
asking  HCFA  to  publish  the  list  of  services  that  would  be  affected  and  what  the  reductions 
(for  overvalued  services)  and  increases  (for  EM  services,  especially  office  visits)  would 
look  like  when  you  set  the  floor  or  accelerate  the  transition  differently  each  year  from  the 
proposed  method.  We  have  not  been  able  to  run  these  numbers  ourselves. 


We  believe  our  suggested  alternative  proposal  Is  a  fair  way  to  achieve  the  same  amount  of 
savings  as  the  President's  plan  and  at  the  same  time  show  Congress'  commitment  to  improving 
payments  for  primary  care  services,  thus  encouraging  medical  students  and  residents  to  enter  into 
primary  care. 


Full  Medicare  Fee  Schedule  Increase  for  Primary  Care  Services 

The  College  fully  supports  the  Administration's  plan  to  exempt  primary  care  from  the 
reductions  proposed  for  all  other  physician  services.   The  President's  proposal  would  reduce 
the  fvledicare  conversion  factor  by  two  percent  for  all  services  except  pnmary  care  (which  in  the 
past  has  been  defined  In  the  Medicare  statute  as  office,  nursing  home,  and  home  visits).   If  these 
reductions  are  taken  at  the  same  time  the  Medicare  update  is  provided  based  on  the  current 
MVPSs  (which  we  understand  is  the  Administration's  intent),  this  proposal  would  in  effect  provide 
primary  care  with  a  full  conversion  factor  update  while  reducing  the  amount  of  the  update  for  all 
other  services. 


This  would  represent  the  first  time  in  three  years  that  primary  care  has  received  an  update  equal 
to  Inflation.   By  contrast,  the  1993  update  for  pnmary  care  services  was  only  0.8  percent, 
compared  to  3.1  percent  for  surgery  -  the  exact  opposite  of  what  should  have  been  done  to  avert 
a  crisis  in  primary  care. 

The  President's  plan  appears  to  recognize  that  If  cuts  in  Medicare  are  required,  they  should  be 
targeted  toward  higher-paid  services  and  the  specialties  that  provide  them  rather  than  toward 
primary  care.  As  objections  are  raised  by  some  to  other  Medicare  cuts,  the  primary  care  update 
could  be  at  risk  of  being  reduced.  We  ask  you  to  oppose  such  measures  to  safeguard  primary 
care. 


Reduction  In  the  Defaults  for  the  Medicare  Volume  Performance  Standards  and  Updates 

The  purpose  of  the  President's  proposal  in  this  area  is  to  reduce  the  amount  of  increases  In 
physician  fees  in  future  years.  The  plan  would  reduce  the  Medicare  Volume  Performance 
Standard  (MVPS)  default  formula  and  the  default  update  for  Medicare  payments  to  physicians. 
Unless  a  special  provision  Is  provided  for  primary  care,  this  proposal  would  inadvertently 
negatively  Impact  on  primary  care  services. 

Rather  than  lowering  the  default  MVPSs  for  both  surgery  and  nonsurgery.  the  College 
recommends  that  a  separate  and  higher  MVPS  be  provided  for  primary  care  and  other  evaluation 
and  management  services,  even  if  that  requires  a  greater  reduction  in  the  MVPS  for  all  other 
services  to  maintain  the  Intended  savings.   This  recommendation  is  for  the  default  alone,  as  the 
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College  would  prefer  the  Congress  to  act  each  year  with  respect  to  a  primary  care  update;  and 
that  the  conversion  factor  update  for  all  evaluation  and  management  services  be  determined 
outside  the  MVPS  framework.  This  preferred  approach  has  the  support  of  the  Physician  Payment 
Review  Commission. 


Summary 

The  American  College  of  Rheumatology: 

1 .         supports  the  concept  of  phasing  in  a  resource-based  practice  cost  methodology  for  the 

Medicare  Fee  Schedule,  but  believes  that  the  practice  expense  relative  value  units  (RVUs) 
for  visit  services  that  are  now  too  low  should  be  increased,  rather  than  just  lowering  the 
overpriced  practice  expense  RVUs  for  procedures.   The  College  has  offered  an  alternative 
proposal  (detailed  above)  which  could  achieve  the  same  level  of  savings  as  the 
President's  plan,  while  at  the  same  providing  an  incentive  to  primary  care. 

2.       supports  the  Administration's  proposal  to  provide  the  full  Medicare  Fee  Schedule  increase 
(equal  to  inflation)  to  primary  care  services.    This  primary  care  update  should  not  be 
reduced  to  achieve  budget  savings  elsewhere.  Efforts  to  reduce  the  deficit  should  be 
directed  at  higher-paid  services  and  the  specialties  that  provide  them. 

3.         recommends  that  a  separate  and  higher  Medicare  Volume  Performance  Standard  (MVPS) 
be  given  to  all  evaluation  and  management  services  including  primary  care  under  the 
default  formula  even  if  that  requires  a  greater  reduction  in  the  MVPS  for  all  other  services 
to  maintain  the  intended  savings.   Instead  of  allowing  the  default  to  kick-in,  the  College 
would  prefer  that  Congress  act  each  year  to  set  the  primary  care  update  and  that  the 
amount  be  determined  outside  the  MVPS  framewort<  consistent  with  health  policy  goals  of 
providing  incentives  to  primary  care. 


The  American  College  of  Rheumatology  is  pleased  to  share  our  views  with  this  committee  on  the 
President's  Medicare  budget  proposals.  We  believe  that  the  Congress  and  the  Administration 
want  to  support  and  encourage  primary  care  even  in  this  age  of  budget  deficit  reduction.   Our 
recommendations  would  do  just  that. 
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TESTIMONY  OF  THE  AMERICAN  PHYSICAL  THERAPY  ASSOCIATION 

The  American  Physical  Therapy  AssociaUon  (APTA),  which  represents  over  57.000  physical 
therapists,  physical  therapist  assistants  and  students  of  physical  therapy,  commends  Uic  Subcomniinee 
for  holding  this  hearing  and  appreciates  the  opponunity  to  submit  this  lesumony. 

Physical  therapists  are  affected  by  a  number  of  provisions  in  the  President's  Budget  Proposal  and  in 
other  health  care  legislation  which  will  be  before  the  Committee  as  part  of  any  Reconciliation  package. 
Our  comments  include: 

support  for  the  provision  to  ban  physician  ownership  and  referral  of  physical 
therapy  services; 

support  for  legislaUon  to  eliminate  Medicare's  $750  annual  limit  on  physical 
th^apy  services  provided  by  physical  therapists  in  independent  practice;  and 

modification  of  language  in  the  Miscellaneous  and  Technical  Medicare 
Amendments  Act  of  1993  to  allow  greater  provider  participation  in  the 
development  of  pediatric  relative  value  units. 


Physical  Self  Referral  Ban 

The  APTA  supports  President  Clinton's  inclusion  of  a  physical  self  referral  ban  in  his  Budget 
Proposal.   However,  we  believe  that  the  provision  does  not  go  far  enough  because  it  will  permit 
physicians  to  skirt  the  law  by  converting  joint  venture  operations  into  employer/employee 
relationships. 

The  excess  cost  to  our  health  care  system  associated  with  physicians  being  permined  to  own  and  self 
refer  patients  to  physical  therapists,  laboratories,  radiological  facilities,  pharmacies  and  other  services 
has  been  well  documented. 

In  1989,  the  Florida  legislature  mandated  that  Suie's  Health  Care  Cost  Containment  Board  examine 
the  impact  of  joint  ventures  in  health  care  on  the  cost  of  services,  quality  of  services  and  access  to 
services  in  Florida.   Physical  therapy  services  were  surveyed  in  two  settings:   free-standing  physical 
therapy  faciUties  and  comprehensive  rehabilitation  centers  that  provide  physical  therapy  services.  The 
findings  were  dramatic. 

Physician-owned  physical  therapy  facilities  provided  43%  more  visits  per  patient  than  did  non-joint- 
venture  physical  therapy  facilities,  generating  approximately  31%  more  revenue  per  patient  in  joint- 
venture  facilities  than  in  non-joint-veniure  facilities.   At  comprehensive  rehabilitation  facilities.  35% 
more  physical  therapy  visits  were  provided  per  patient  in  joint-venture  facilities,  generating 
approximately  10%  more  revenue  per  patient  than  in  non-joint-venture  facilities. 

Equally  important,  the  Florida  study  found  that  quality  of  care  in  joint-venture  facilities  was  lower 
than  in  non-joint-venture  facilities,  and  that  joint-venture  facilities  did  not  increase  access  to  services. 
In  fact,  the  non-joint-venture  facilities  offered  increased  access  to  a  wider  range  of  clients.   (Higher 
quality  of  care  and  increased  access  to  services  are  often  cited  as  rationales  to  defend  joint  ventures.) 

Subsequent  to  the  study  conducted  in  the  State  of  Florida,  the  Center  for  Health  Policy  Studies 
estimated  the  impact  of  physician  joint  ventures  on  medical  care  costs  in  Florida.   This  was  done  for 
three  categories  of  services:    imaging  services  (MRI  and  CAT  Scan  tests),  clinical  laboratory  services 
and  physical  therapy  services.   Estimates  for  1991  were  developed  based  on  findings  from  an  analysis 
of  Medicare  claims  data,  results  from  the  repwri  by  the  Rorida  Health  Care  Cost  Contaiimient  Board, 
"Joint  Venmres  Among  Health  Care  providers  in  Florida"  and  from  other  sources.   The  estimated  1991 
cost  impact  of  physical  joint  ventures  for  these  services  in  Florida  are: 


Imaging  Services  (MRI  tests  and  CAT  Scans)  $322.9  million 
(74%  of  MRI  costs,  16%  of  CAT  Scan  Costs) 

Clinical  Laboratory  Tests  $167.0  million 
(16.3%  of  clinical  lab  costs) 

Physical  Therapy  Services  $10.9  million 

(2.4%  of  physical  therapy  costs)  


TOTAL  $500.8  milUon 
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The  cost  estimates  for  clinical  laboratory  and  physical  therapy  services  likely  understate  the  true 
figures  as  only  additional  costs  for  users  of  these  services  were  estimated.  The  incentives  for 
physicians  to  refer  to  Joint  venture  facilities  likely  also  resulted  in  an  increase  in  the  number  of  users, 
the  cost  impact  of  v/hich  is  not  included  in  die  estimates. 

Spuned  on  by  the  findings  of  the  Florida  study,  William  M.  Mercer,  Inc.  analyzed  spending  under 
California's  mammoth  Workers'  Compensation  program  which  will  spend  an  estimated  $3.6  billion  for 
medical  care  in  1992. 

The  Mercer  study  found  that  if  an  injured  worker  received  initial  treatment  from  a  provider  with  an 
ownership  interest  in  physical  therapy  services,  that  patient  received  a  referral  to  physical  therapy  66% 
of  the  time.   If,  on  the  other  hand,  the  injured  worker  received  initial  treatment  from  a  provider  with 
no  ownership  interest  in  physical  therapy,  the  patient  was  referred  to  physical  therapy  32%  of  the  time. 

The  smdy  concludes  that  the  added  incentive  for  investing  physicians  to  refer  to  physical  therapy 
generates  approximately  $233  million  per  year  in  services  delivered  for  economic  rather  than  clinical 
reasons. 

While  the  President's  proposal  is  a  good  first  step,  it  contains  a  loophole  which  would  allow 
physicians  to  skirt  the  intent  of  the  law.  The  provision  would  still  allow  physicians  to  convert  and 
continue  to  own  physical  therapy  clinics  where  the  healtii  care  staff  are  employees.  This  loophole 
would  allow  financial  interest  to  remain  in  the  referral  process. 

The  APTA  recommends  that  legislation  be  enarted  to  ban  this  practice  of  physician  self  referral  to 
services  to  which  they  control  access  either  as  a  matter  of  law  or  third  party  reimbursement  policy.   As 
the  law  is  currently  written,  physicians  are  encouraged  to  offer  through  their  employees  the  very 
services  which  other  nonphysician  practitioners  are  licensed  by  the  States  to  provide  but  for  which  a 
physician's  referral  is  required. 

Consequently,  if  physicians  are  prohibited  from  investing  in  these  services,  such  as  physical  therapy, 
but  encouraged  to  offer  them  through  their  employees,  a  significant  part  of  die  problem  will  still 
remain.  The  situation  will  become  that  those  physical  therapists  who  are  unwilling  to  become 
employees  of  referring  physicians  will  simply  not  receive  physician  referrals  and  will,  therefore,  be 
precluded  from  providing  the  services  they  are  licensed  to  provide. 

We  urge  that  Congress  repeal  Section  II28B(b)(3)(B)  of  the  Social  Security  Act.   This  provision  of 
the  law  protects  these  very  arrangements  fi'om  being  categorized  as  fraud  and  abuse  situations. 


MEDICARE'S  $750  ANNUAL  LIMIT  ON  PHYSICAL  THERAPY  SERVICES 

Legislation  will  shortly  be  before  this  Subcommittee  to  eliminate  Medicare's  $750  annual  limit  on 
physical  therapy  services  that  a  beneficiary  can  receive  from  a  physical  therapist  in  independent 
practice  (PTIP).  This  arbitrary  limit  is  a  redundant  and  ineffective  means  of  utilization  control  and 
cost  containment  because  several  Medicare  requirements  already  provide  adequate  protection  and 
control. 

Current  Medicare  coverage  guidelines  ensure  the  medical  necessity  of  tieatment  by  requiring  that 
physical  and  occupational  therapy  services  provided  to  a  beneficiary: 

1)  be  prescribed  by  a  physician; 

2)  be  furnished  under  a  written  plan  of  treatment  approved  in  writing  by  the 
beneficiary's  physician  (the  plan  must  relate  the  type,  amount,  frequency  and 
duration  of  the  therapy  services  and  indicate  the  anticipated  goals  of  treatment. 
Any  changes  in  the  plan  of  treatment  must  be  approved  by  the  physician);  and 

3)  the  beneficiary's  physician  must  review  the  plan  of  U'eatment  and  recertify  the 
patient's  continuing  need  for  Uierapy  services  at  least  every  30  days. 

Additionally,  the  Health  Care  Financing  Administration  (HCFA),  under  the  mandate  of  the  Omnibus 
Budget  Reconciliation  Act  of  1989  (PL  101-239),  has  placed  the  services  of  PTIPs  under  die  physician 
fee  schedule  and  volume  performance  standards.  This  measure  controls  payment  for  therapy  services 
by  a  fee  schedule;  and  overall  volume  of  services  are  subject  to  volume  performance  standards. 

Under  current  Medicare  law,  there  is  no  limit  to  physical  therapy  services  when  tiiey  are  provided 
either  in  a  physician's  office  or  in  other  provider  settings.   Medicare  only  limits  coverage  for  services 
provided  by  PTIPs.   When  a  patient  who  receives  services  from  a  PTIP  reaches  his  or  her  limit,  the 
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patient  must  either  stop  treatment,  change  to  a  therapist  in  another  provider  setting,  or  pay  for  these 
services  out-of-pocket.    Not  only  is  it  a  burden  for  older  and  disabled  Americans  to  change  providers, 
but  for  those  Medicare  patients  who  live  in  areas  where  there  is  a  shortage  of  health  care  providers 
such  as  rural  areas,a  physical  therapist  in  another  setting  may  be  unavailable.   Medical  necessity  and 
cost  containment  are  ensured  by  the  provisions  mentioned  above;  not  by  an  arbitrary  limit  of  $750. 
This  limit  merely  disrupts  necessary  treatment  of  Medicare  beneficiaries. 

In  the  last  Congress,  Representative  Bill  Richardson  (D-NM)  and  Senator  John  Chaffee  (R-Rl),  along 
with  62  of  their  colleagues  sponsored  legislation  to  eliminate  the  $750  limit.   They  are  preparing  to 
reintroduce  this  legislation  into  their  respective  bodies  in  the  very  near  future.   The  APTA  asks  the 
Subcommittee  to  end  this  burden  on  older  and  disabled  Americans  by  rapidly  passing  this  legislation. 


EXPAND  PROVIDER  INVOLVEMENT  IN  PEDIATRIC  RBRVS  DEVELOPMENT 

The  APTA  believes  that  the  wording  of  Section  206  of  the  Miscellaneous  and  Technical  Medicare 
Amendments  Act  of  1993  (H.R.  21)  needs  to  be  modified.   Section  206  directs  the  Secretary  of  Health 
and  Human  Services  to  explore  development  of  a  Resource  Based  Relative  Value  System  (RBRVS) 
for  pediatric  services  in  consultation  "with  appropriate  organizations  representing  pediatricians  and 
other  physicians." 

This  provision  should  be  amended  to  ensure  that  not  only  physicians,  but  all  health  care  groups  who 
would  be  affected  by  a  pediatric  RBRVS  system  are  included  in  the  development  of  such  a  system. 

The  APTA  supports  the  development  of  pediatric  resource  based  relative  value  units  (RBRVUs) 
because  of  the  inherent  differences  in  the  way  services  are  provided  to  pediatric  and  adult  populations. 
Pediatric  physical  therapists  deliver  a  wide  range  of  services  to  children  in  schools,  homes,  private 
offices,  and  other  community  settings.   We  can  be  a  major  resource  in  the  development  of  physical 
therapy  RBRVUs. 

Our  concern  about  being  excluded  from  this  process  is  well  founded.   HCFA  developed  RBRVUs  for 
physical  medicine  codes  in  the  Medicare  physician  fee  schedule  with  no  input  from  physical  therapists. 
The  research  team  contracted  by  HCFA  decided  to  solely  rely  on  physician  input.   The  result  was  a 
coding  system  which  satisfied  neither  HCFA  nor  physical  therapists  in  independent  practice,  who  are 
required  to  bill  under  the  Medicare  fee  schedule.  The  RBRVUs  which  were  developed  were  so 
inaccurate  that  they  were  eventually  rejected  by  HCFA.   HCFA  and  the  APTA  are  currently  working 
to  develop  a  coding  system  which  reflects  the  full  scope  of  physical  therapy  services  and  contains 
equitable  RBRVUs.   This  could  have  been  avoided  if  we  were  initially  included  in  the  process. 

Because  any  system  of  codes  and  values  for  pediatric  services  extends  beyond  physicians  to  physical 
therapists  as  well  as  other  nonphysician  providers,  the  APTA  strongly  requests  that  Section  206  be 
amended  by  striking  "physicians"  in  the  last  sentence  (page  45,  line  24  of  H.R.  21)  and  replacing  it 
with  "health  care  providers." 

The  APTA  appreciates  the  opportunity  to  provide  this  testimony  and  we  are  willing  to  work  with  the 
Subcommittee  on  these  and  other  issues  of  mutual  concern. 
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STATEMENT  OF  THE  AMERICAN  SOCIETY  OF  CLINICAL  ONCOLOGY 

The  American  Society  of  Clinical  Oncology  (ASCO)  is  the 
national  society  representing  physicians  who  specialize  in  the 
treatment  of  cancer.   ASCO  is  submitting  this  statement  in 
response  to  the  Administration's  budget  proposals  regarding 
Medicare  payment  for  physician  services  and  clinical  laboratory 
tests  and  regarding  prohibitions  on  self-referral. 

Laboratory  Payment  Rates 

Under  current  law,  the  same  Medicare  fee  schedules  that 
apply  to  large  clinical  laboratories  also  apply  to  laboratory 
tests  performed  by  physicians  in  their  own  offices.   The 
President's  proposals  include  two  reductions  of  the  payment  rates 
for  laboratory  tests.   Whatever  their  appropriateness  is  for 
large  commercial  laboratories,  these  reductions  should  not  be 
applied  to  tests  performed  in  physician  office  laboratories. 

One  of  the  President's  proposals  would  limit  the  fee 
schedule  to  76  percent  of  the  median  of  all  fees,  as  opposed  to 
the  current  maximum  of  88  percent.   This  proposal  is  based  on  a 
1991  report  of  the  General  Accounting  Office,  which  recommended 
reducing  Medicare  payments  to  large  clinical  laboratories  because 
they  are  making  substantial  profits  on  their  Medicare  business 
that  offset  the  discounts  they  are  giving  to  other  purchasers. i' 

The  GAO's  study  did  not  examine  the  costs  of  conducting 
laboratory  tests  in  small  commercial  laboratories,  much  less 
physician  offices.   The  study's  focus  was  exclusively  on  the 
profit  margins  of  the  largest  operations.   Indeed,  the  GAO  report 
admitted  that  some  small  laboratories  could  not  simply  reduce 
their  profit  margins  but  "would  face  losses"  as  a  result  of  a 
reduction  and  would  have  to  "improve  their  level  of  efficiency  by 
reducing  costs  or  leave  the  business."-' 

If  small  commercial  labs  could  not  survive  under  the 
proposal,  what  will  become  of  physician  office  laboratories? 

Oncologists  depend  on  their  office  laboratories  to  provide 
appropriate  patient  care.   In  particular,  blood  counts  and  blood 
chemistries  are  necessary  in  conjunction  with  chemotherapy  to 
determine  whether  the  patient  can  tolerate  additional 
chemotherapy  and,  if  so,  the  appropriate  dosage  levels.   These 
tests  could  not  be  transferred  to  outside  laboratories  without 
major  inconvenience  to  patients  and  disruption  of  medical 
treatment. 

Since  the  GAO's  findings  about  overpayment  to  clinical 
laboratories  referred  only  to  large  clinical  laboratories,  any 
reduction  in  the  fee  schedule  to  implement  that  recommendation 
should  not  be  extended  to  physician  office  laboratories. 
Maintenance  of  adequate  payment  levels  for  laboratory  work  in 
physician  offices  is  essential. 

The  second  Administrction  proposal  relating  to  laooratory 
payments  would  permanently  extend  the  2  percent  laboratory  update 
factor.   Under  current  law,  the  update  factor  is  scheduled  to  be 
increased  in  1994  from  2  percent  to  the  amount  of  the  increase  in 
the  Consumer  Price  Index  (CPI) .   The  Administration's  rationale 
for  this  restriction  is  the  same  GAO  report  on  the  profits  of 
large  commercial  laboratories.   In  the  absence  of  information  on 
the  costs  of  laboratory  services  in  physician  offices,  such 
services  should  be  afforded  the  full  CPI  update  amount. 


1/    "MEDICARE:  Payments  for  Clinical  Laboratory  Test  Services 
Are  Too  High,"  GAO/HRD-91-59  (June  1991). 

2J       Mi  at  12. 


317 


Practice  Expense  Phase-In 

Under  current  law  the  practice  expense  component  of  the 
Medicare  physician  fee  schedule  is  not  resource-based  but  is 
based  on  historical  charges.   The  President  has  proposed  a  phase- 
in  to  a  resource-based  practice  expense  component  beginning  in 
1997.   In  addition,  the  Administration's  proposal  includes 
reductions  in  the  practice  expense  component  prior  to  1997  that 
would  generate  substantial  budget  savings. 

ASCO  supports  a  prompt  change  to  a  resource-based  practice 
expense  component.   We  believe  that  many  of  the  current  relative 
values  substantially  understate  the  practice  expenses  involved. 
This  appears  to  be  the  case  for  chemotherapy  administration 
services,  for  example,  and  many  oncologists  routinely  incur 
losses  as  a  result  of  the  faulty  relative  values  for  these 
services.   ASCO  sees  no  reason  to  wait  until  1997  to  begin  using 
a  resource-based  practice  expense  component,  and  we  urge  that  the 
change  be  fully  accomplished  as  soon  as  an  appropriate 
methodology  is  developed. 

ASCO  strongly  objects,  however,  to  the  proposal  to  reduce 
the  practice  expense  components  on  an  interim  basis.   While  some 
of  the  practice  expense  components  are  undoubtedly  too  high,  they 
cannot  be  identified  until  a  resource-based  methodology  is 
developed.   As  a  result,  the  proposed  interim  reductions  will 
likely  reduce  some  of  the  practice  expense  components  that  are 
already  undervalued,  such  as  those  for  chemotherapy 
administration  services. 

Instead  of  an  uninformed  interim  reduction  of  the  practice 
expense  components,  ASCO  urges  the  expeditious  development  and 
implementation  of  fully  resource-based  practice  expense 
components. 

Prohibition  Against  Self-referral 

Current  law  prohibits  a  physician  from  referring  a  patient 
for  clinical  laboratory  services  to  an  entity  in  which  the 
physician  has  an  ownership  or  investment  interest.   The  law 
exempts  services  furnished  by  the  physician  or  the  physician's 
group  practice.   The  Administration's  proposal  would  extend  the 
prohibition  to  additional  services,  such  as  physical  and 
occupational  therapy,  durable  medical  equipment,  and 
parenteral/enteral  nutrition  equipment  and  supplies. 

If  the  prohibition  on  self-referral  is  extended  to 
additional  services,  it  is  essential  that  the  current  exemption 
for  services  provided  by  a  physician  or  the  physician's  group  be 
extended  to  apply  to  any  newly  covered  services.   Oncologists  are 
particularly  concerned  that  their  ability  to  supply  patients  with 
portable  infusion  pumps  —  which  are  items  of  durable  medical 
equipment  —  net  be  frust;ated.   At  pre&ent,  oncologists  may  own 
a  supply  of  pumps,  which  are  rented  to  patients  for  the 
administration  of  chemotherapy  agents  or  pain-killing  medication. 
Since  the  pump  must  be  filled  in  the  physician's  office,  there 
could  be  a  substantial  inconvenience  to  patients  if  the 
oncologist  cannot  furnish  the  pump. 

Physician  Payment  Update  Factors 

The  Administration's  program  includes  arbitrary  reductions 
in  the  inflation  update  for  physician  services.   For  1994,  the 
update  for  services  other  than  primary  care  services  would  be  two 
percentage  points  below  the  normal  inflation  factor.   For  future 
years,  the  default  volume  performance  standard  and  the  default 
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update  factor  would  be  reduced  so  as  to  limit  payments  for 
physician  services.   ASCO  objects  to  these  reductions. 

The  proposed  reductions  are  not  based  on  sound  analytical 
grounds  but  are  intended  simply  to  achieve  Medicare  savings. 
Medicare  payment  rates  already  lag  behind  typical  payment  rates 
from  non-government  payers.   Further  reductions  are  unfair  to 
physicians.   We  urge  that  these  across-the-board  reductions  not 
be  adopted. 
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TESTIMONY  OF  THE  ASSOCIATION  OF  FREESTANDING 
RADIATION  ONCOLOGY  CENTERS 

The  Association  of  Freestanding  Radiation  Oncology 
Centers  ("AFROC")  is  delighted  to  have  the  opportunity  to  submit 
this  testimony  with  respect  to  the  Medicare  Part  B  provisions  of 
the  federal  government's  FY  1994  budget.   AFROC  is  an  association 
of  over  150  freestanding  radiation  oncology  centers  located 
throughout  the  country.   Freestanding  radiation  oncology  centers 
are  health  care  facilities  organized  and  operated  to  provide  high 
quality,  cost-efficient  radiation  oncology  services  to  patients 
in  their  communities  outside  the  hospital  setting.   It  is 
estimated  that  there  are  approximately  300  to  350  freestanding 
radiation  oncology  centers  located  throughout  the  country,  most 
of  which  are  owned  by  the  radiation  oncologists  who  provide 
professional  services  in  the  facilities.   Freestanding  radiation 
oncology  centers  are  heavily  dependent  on  Medicare  reimbursement, 
since  approximately  55  to  65%  of  patients  treated  by  such  centers 
are  covered  under  the  Medicare  program. 

AFROC 's  conuonents  relate  specifically  to  proposed 
reductions  in  Medicare  payment  for  practice  expenses  and  proposed 
restrictions  on  physician  "self-referral"  for  radiation  oncology 
services.   Each  of  these  issues  is  discussed  separately  below. 

I.    PROPOSFD  REDUCTIONS  IN  MEDICARE  PAYMENT 
FOR  PHYSICIANS'  "PRACTICE  EXPENSES." 


The  provision  of  radiation  oncology  services  outside 
the  hospital  setting  requires  significant  capital  investment,  and 
the  ongoing  operation  of  such  centers  entails  high  expenditures 
for  specialized  staff,  equipment,  equipment  maintenance,  and 
other  "facility"  costs.   In  effect,  such  costs  are  comparable  to 
the  "facility  costs"  incurred  by  hospital  outpatient  departments 
that  provide  the  same  services. 

Such  "facility"  costs  are  not  directly  reimbursed  by 
the  Medicare  program;  rather,  these  "facility"  costs  are 
currently  reimbursed  as  the  "technical"  component  of  radiation 
oncologists'  fees,  under  Medicare's  physician  fee  schedule.   When 
the  Health  Care  Financing  Administration  ("HCFA")  implemented  the 
physician  fee  schedule,  it  closely  analyzed  the  technical 
component  RVUs  provided  for  radiation  oncology  services,  at  the 
request  of  AFROC  and  other  concerned  radiation  oncology 
organizations.   Specifically,  HCFA  analyzed  two  cost  studies  that 
were  submitted  by  the  industry  (one  of  which  was  performed  by 
AFROC)  and  concluded  that,  in  fact,  freestanding  radiation 
oncology  centers  had  been  underreimbursed  for  the  substantial 
"facility"  costs  involved  in  providing  radiation  oncology 
services  in  freestanding  settings.   As  the  result  of  its 
analysis,  HCFA  decided  to  adjust  the  technical  component  RVUs 
provided  for  radiation  oncology  services  to  more  accurately 
represent  the  costs  incurred  by  "efficiently  operated" 
facilities.   Thus,  the  technical  component  RVUs  for  radiation 
oncology  services  are  among  the  only  technical  component  RVUs 
that  are  specifically  based  upon  the  resource  costs  involved. 

In  its  proposed  budget,  the  Administration  has 
suggested  that  practice  expense  RVUs  for  certain  services  be 
reduced  to  more  accurately  reflect  the  resource  costs  involved. 
AFROC  respectfully  requests  that  radiation  oncology  technical 
component  services  be  exempt  from  any  such  reductions,  since  the 
technical  component  RVUs  for  these  services  have  already  been 
adjusted  by  HCFA  to  reflect  the  substantial  resource  costs 
involved  in  providing  radiation  oncology  services  in  freestanding 
settings. 
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II.   PHYSICIAN  "SELF-REFERRAL." 

The  President's  budget  proposal  also  proposes  to  extend 
the  current  restrictions  on  clinical  laboratory  "self-referral" 
to  a  number  of  other  services,  including  radiation  therapy 
services.   AFROC  strongly  believes  that  where  referring 
physicians,  such  as  medical  oncologists  and  surgeons,  have  a 
financial  interest  in  a  radiation  therapy  facility,  this 
financial  interest  presents  a  serious  conflict  of  interest  which 
may  interfere  with  the  referring  physician's  judgment  concerning 
the  most  appropriate  center  for  the  provision  of  radiation 
oncology  services.   For  this  reason,  AFROC  strongly  supports  the 
extension  of  physician  "self-referral"  restrictions  to  providers 
of  radiation  therapy  services. 

However,  great  care  should  be  taken  to  ensure  that  such 
legislation  does  not  inadvertently  preclude  radiation  oncologists 
from  owning  their  own  facilities.   For  example,  some  of  the  bills 
introduced  to  extend  restrictions  on  physician  "self-referral"  to 
radiation  oncology  and  other  "designated  health  services,"  fail 
to  make  conforming  changes  in  the  physicians'  office  exception 
included  in  the  legislation.   If  the  physician  "self-referral" 
restrictions  currently  applicable  to  clinical  laboratories  were 
to  be  extended  to  radiation  oncology  services  without  appropriate 
changes  in  the  exception  language,  the  legislation  could  be  read 
to  preclude  radiation  oncologists  from  owning  their  own  office. 
AFROC  does  not  believe  that  radiation  oncologists'  ownership  of 
their  own  facilities  raises  the  types  of  conflicts  of  interest 
issues  raised  by  medical  oncologist  or  surgeon  ownership  of  these 
facilities,  nor  do  we  believe  that  the  "self-referral" 
legislation  was  originally  intended  to  preclude  radiation 
oncologists  from  owning  their  own  facilities.   Accordingly,  we 
request  that  any  physician  "self-referral"  legislation  include  a 
specific  exception  for  radiation  oncologist-owned  centers. 

If  you  have  any  questions  regarding  this  testimony  or 
any  other  questions  concerning  AFROC,  please  do  not  hesitate  to 
call  AFROC s  Washington  counsel,  Diane  S.  Millman,  at 
(202)  778-8021. 


321 
Continental  Medical  Systems,  Inc. '" 

STATEMENT  FOR  HEARING  ON 
MEDICARE  PART  B  ISSUES 

SUBCOMMITTEE  ON  HEALTH 
COMMITTEE  ON  WAYS  AND  MEANS 
U.S.  HOUSE  OF  REPRESENTATIVES 

MARCH  25,  1993 

Chairman  Stark  and  Members  of  the  Subcommittee: 

We  appreciate  the  opportunity  to  present  our  views  and  recommendations  on 
Medicare  Supplemental  Medical  Insurance  (Part  B)  issues.    Continental  Medical  Systems  is 
the  nation's  largest  diversified  provider  of  comprehensive  medical  rehabilitative  care.    Our 
services  include  Part  B  multidisciplinary  therapy  and  physician  services. 

For  purposes  of  this  hearing,  we  urge  your  action  on  three  specific  Part  B  issues: 

•  Require  HCFA  to  use  the  most  current  data  for  reimbursement  of  physical  and 
respiiatory  therapists; 

•  Correct  an  OBRA  '90  provision  about  billing  for  services  of  substitute 
physicians  ("locum  tenens"  services);  and 

•  Reduce  administrative  delays  in  resolving  appeals  of  coverage  denials. 

It  should  be  noted  that  each  of  these  actions  is  important  for  the  current  Medicare 
program,  especially  its  beneficiary  services  and  administration.   These  actions  would  be 
important  for  the  transition  to  any  national  health  program  and  would  not  foreclose  any 
national  health  approaches. 

Require  HCFA  to  use  the  most  current  data  for  reimbursement  of  physical  and 
respiratory  therapists 

Nursing  homes,  rehabilitation  agencies,  and  other  providers  frequently  provide 
physical  and  respiratory  therapy  to  their  patients  "under  arrangements"  with  contract 
therapists. 

In  1972,  Congress  limited  Medicare  reimbursement  for  therapy  services  provided 
"under  arrangements"  to  basically  no  more  than  what  Medicare  would  pay  if  the  therapist 
was  on  salary  as  an  employee  of  the  provider  (plus  employee  benefit  and  service  support 
costs). 

The  Congressional  report  language  stated  that  the  salary  equivalency  limits  should  be 
based  on  "timely  and  accurate"  data.    However,  the  limits  currently  applied  by  the  Health 
Care  Financing  Administration  (HCFA)  are  based  on  salary  data  that  are  more  than  10  years 
old  and  employee  benefit  and  related  service  costs  that  are  about  20  years  old. 

Counterproductive  consequences  to  Medicare  patient  services  and  program  costs  from 
suppressing  salary  equivalency  ceilings  include  the  following: 

•  Keeping  patients  from  receiving  the  full  level  of  therapy  they  need,  resulting  in 
hospital  backlogs,  longer  stays,  and  multiple  transfers; 

•  Frustrating  objectives  to  upgrade  the  care  standards  of  nursing  facilities  and  to 
serve  the  increasingly  "heavy  care"  needs  of  the  Medicare  patients; 
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•  Worsening  the  difficulty  of  nursing  facilities  to  recruit  and  retain  therapists  or 
meet  their  needs  from  contract  arrangements;  and 

•  Acting  as  an  obstacle  to  attracting  a  sufficient  supply  of  physical  therapists. 

This  situation  is  similar  to  others  for  which  Congress  enacted  more  specific  mandates 
for  HCFA  administration  of  reimbursement  limits,  notably  action  in  1989  and  1990  for 
skilled  nursing  facilities.    Importantly,  the  approach  of  enacting  more  directive  language  in 
regard  to  existing  provisions  has  not  involved  an  estimate  of  increased  Medicare  costs. 

We  recommend  that  section  1861(v)(5)  be  amended  to  direct  the  Secretary  to 
recalculate  the  salary  equivalency  limits  using  timely,  accurate  and  relevant  data  and  to 
update  the  limits  at  least  every  three  years  thereafter. 

Correct  a  OBRA  '90  provision  about  billing  for  services  of  substitute  physicians  ("locum 
tenens"  services) 

We  want  to  emphasize  the  importance  of  a  technical  correction  to  a  physician  billing 
provision  enacted  in  the  1990  Omnibus  Budget  Reconciliation  Act.    Congress  passed 
corrective  legislation  as  part  of  H.R.  11,  the  Revenue  Act  of  1992,  which  President  Bush 
vetoed.   The  provision  is  now  pending  as  section  208(b)  of  H.R.  21,  the  Miscellaneous  and 
Technical  Medicare  Amendments,  introduced  by  Committee  Chairman  Rostenkowski  and 
Subcommittee  Chairman  Stark. 

This  issue  involves  the  billing  procedures  for  physicians  who  provide  substitute  or 
reciprocal  coverage  for  another  physician.   Substitute,  or  locum  tenens,  coverage  occurs 
when  a  physician  needs  to  be  away  from  their  practices  for  an  extended  period  of  time,  for 
such  reasons  as  continuing  medical  education,  vacation  or  illness.    A  substitute  physician  is 
physically  present  in  the  practice  of  the  permanent  physician,  including  being  subject  to  the 
policies  and  procedures  of  the  practice  and  sup]X)rted  by  the  permanent  physician's  office 
staff.   In  contrast,  reciprocal  coverage  occurs  when  another  physician  in  the  community 
covers  for  a  permanent  physician  over  a  weekend  or  other  short  periods. 

In  1990,  Congress  tried  to  clarify  the  billing  procedures  for  these  situations. 
Unintentionally,  the  OBRA  '90  provision  addressed  only  reciprocal  coverage  services. 

We  recommend  that  the  next  legislative  action  on  Medicare  provisions  address  the 
situation  of  substitute  coverage  services,  as  proposed  in  section  208(b)  of  H.R.  21. 

There  is  also  a  need  to  clarify  a  similar  situation  that  results  when  hospitals,  clinics  or 
communities  retain  the  services  of  a  substitute  physician  while  they  are  in  the  recruiting 
process.   This  longstanding  and  widespread  practice  may  be  the  result  of  a  physician's  death, 
retirement,  or  moving  from  the  community  for  other  opportunities. 

The  hospital,  community  or  clinic  generally  pays  the  locum  tenens  physician  a  fixed 
per  diem  as  an  independent  contractor,  rather  than  an  employee.   Because  the  departed 
physician  may  have  billed  under  an  individual  provider  identification  number  (PIN)>  the 
hospital,  clinic  or  community  may  not  have  an  established  group  reimbursement  PIN  to  be 
reimbursed  for  the  services  of  the  substitute  physician. 

We  recommend  authority  for  the  hospital,  clinic  or  community  to  bill  Medicare  and 
Medicaid,  rather  than  the  locum  tenens  physician  who  is  being  paid  a  fixed  fee-for-time 
amount. 

Reduce  administrative  delays  in  resolving  appeals  of  coverage  denials 

Despite  periodic  attempts  to  improve  the  claims  adjudication  process,  any  such 
progress  is  undermined  by  the  ever-lengthening  delays  in  claims  resolution.    In  short,  the 
increasing  volume  of  appeals  and  complexity  of  the  decision-making  combine  to  deny  justice 
to  Medicare  patients  and  their  providers. 
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We  recommend  that  the  situation  has  gotten  so  protracted  that  a  time  limit  should  be 
placed  on  appeals  so  that  coverage  is  provided  unless  the  appeal  is  actually  rejected. 

Conclusion 

In  conclusion,  we  appreciate  the  opportunity  to  present  the  views  and 
recommendations  of  Continental  Medical  Systems  regarding  some  Medicare  Part  B  issues. 
We  look  forward  to  working  with  you  on  their  timely  enactment. 
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STATEMENT  OF  THE 

RENAL  PHYSICIANS  ASSOCIATION 

TO  THE  SUBCOMMITTEE  ON  HEALTH 

COMMITTEE  ON  WAYS  AND  MEANS 

U.S.  HOUSE  OF  REPRESENTATIVES 

FOR  THE  RECORD  OF  THL  HEARING 

MARCH  25   1993 

RE:        BUDGET  ISSUES  RELATING  TO  PAYMENT 

UNDER  PART  B  OF  THE  MEDICARE  PROGRAM 

FOR  PHYSICIAN  SERVICES   (AND  END-STAGE  RENAL  DISEASE  (ESRO)  SERVICES 

The  Renal  Physicians  Association  (RPA)  is  taking  this  opportunity  to  provide  a  statement  to  the 
House  Ways  and  Means  Subcommittee  on  Health  tor  the  record  of  the  March  25,  1993  hearing  on 
budge'  issues  relating  to  payment  for  Medicare  physician  services. 

RPA  is  the  professional  organization  of  nephrolcgists  v^hose  goals  are  to  insure  optimal  care 
under  the  highest  standards  of  medical  practice  for  patients  with  renal  disease  and  related 
disorders.   RFA  acts  as  the  national  representative  for  physicians  engaged  in  the  study  and 
management  of  patients  with  renal  disease. 

Our  comments  will  focus  on  the  President's  budget  proposals  and  related  matters  which  affect 
Medicare  Part  B  and  End-Stage  Renal  Disease  (ESRD)  services. 


Health  Care  Reform  and  Consideration  of  Benefits  for  Inclusion  In  a  Standard  Health  Beneflt 
Package 

As  you  are  well  aware,  the  President's  Health  Task  Force  chaired  by  Hillary  Rodham  Clinton  is  in 
the  process  of  developing  a  standard  benefit  package  for  all  Americans.  With  health  care  reform 
closer  now  than  ever,  the  RPA  is  very  concerned  that  the  standard  (basic  or  comprehensive) 
benefit  package  offered  in  any  health  care  reform    loposal  specifically  include  all  riedically 
necessary  renal  related  services  including  dialysis  and  renal  transplantation. 

The  Medicare  End-Stage  Renal  Disease  (ESRD)  program  covers  almost  93  percent  of  ESRD 
patients  or  approximately  1  SO.CXXD  individuals.   While  this  program  should  remain  intact  as  part  of 
health  care  reform',  there  are  a  growing  lumber  of  individuals  who  are  not  eligible  for  the 
Medicare  ESRD  benefit  but  who  need  ESRD  services*.   We  believe  it  is  therefore  necessary  to 
cover  these  individuals  under  the  standard  package.     RPA  would  urge  this  committee  to  ensure 
that  all  Americans  are  covered  for  medically  necessary  renal  related  services  including  renal 
dialysis  and  transplantation  either  through  the  Medicare  ESRD  program  or  through  a  standard 
benefit  package  that  all  health  plans  or  employers  would  have  to  provide. 


Payment  Reduction  for  Erythropoietin  fEPO) 

Erythropoietin  or  EPO  is  a  pharmaceutical  used  by  patients  suffering  from  kidney  failure  to  counter 
anemia  by  increasing  the  body's  production  of  red  blood  cells.   EPO  has  allowed  many  dialysis 
patients  to  return  to  wort<  and/or  to  lead  more  normal  and  fuller  lives.   Nephrologists,  dialysis 


'  Although  an  assessment  of  the  Medicare  ESRD  program  within  a  new  health  care  system 
should  follow,  the  program  could  now  serve  as  a  model  for  health  care  reform.   With  prospective 
capitated  payments  for  dialysis  related  physician  services  and  treatments,  the  ESRD  program  is  a 
model  of  cost  effective  managed  care.   In  fact,  according  to  HCFA's  own  data,  per  patient  costs 
have  decreased  over  time.   This  virtual  single  payer  system  (for  a  specific  disease)  has  contained 
costs,  expanded  access  to  quality  care  and  lengthened  life  expectancy. 

'  Kidney  Failure  and  the  Federal  Government.  Institute  of  Medicine  (1991). 
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facilities,  hospitals,  and  patients  all  need  to  purctiase  this  drug  because  of  medical  need  in  the 
vanous  settings  In  which  this  dnjg  is  administered. 

Under  the  President's  proposal  as  well  as  HR  21.  Medicare  payments  tor  EPO  would  be  reduced 
from  $11  to  $10  per  1,000  units.   While  we  understand  that  this  payment  reduction  Is  directed  at 
the  drug  s  manufacturer.  RPA  is  concerned  thai  this  reduction  not  be  passed  on  to  patients  and 
providers  in  the  form  of  higher  prices.    Individual  nephrologists  and  dialysis  facilities  are  not  in  a 
position  to  negotiate  rates  with  the  manufacturer  or  suppliers,  let  alone  patients.   We  must  pay 
whatever  the  drug  company  or  supplier  charges. 

Medicare  expects  nephrologists  and  dialysis  facilities  to  pay  for  EPO  from  capitated  rates  which 
are  already  in  need  of  desperate  updates  (see  related  discussion  below  on  the  need  to  Increase 
the  composite  rate).   Ttiese  are  the  Monthly  Capitated  Payment  (MCP)  rate  paid  to  nephrologists 
for  treating  dialyss  patients  in  the  outpatient  setting  (the  subject  of  another  paper),  and  the 
Composite  Rate  paid  to  dialysis  facilities  for  outpatient  maintenance  dialysis  treatments  and 
related  services  (see  below).  While  nephrologists  and  dialysis  facilities  pay  for  EPO  to  administer 
to  patients,  some  patients  do  also  purchase  the  drug  fully  out  of  pocket  for  home  administration. 


The  Issue  of  doig  pricing  and  its  impact  on  access  is  a  complicated  one.   The  RPA  cannot  claim 
that  this  proposed  reduction  would  impede  access  to  EPO,  but  we  would  urge  this  Committee  at 
the  very  least  to  direct  HCFA  to  closely  monitor  and  annually  report  on  access  to  EPO  H  this 
reduction  in  the  EPO  rate  Is  enacted. 


Extending  and  AHerInq  the  Medicare  Secondary  Payor  Provision  for  ESRD  Beneficiaries 

The  President's  proposal  calls  for  permanently  extending  the  Medicare  Secondary  Payer  (MSP) 

pro.ision  for  ESRD  patients  from  12  to  18  months.  This  extension  would  otherwise  expire  in 
Jar  jary  1996.   Last  year's  Medicare  package  as  Inck  ded  in  HR  11  would  have  extended  this 
provision  to  24  months  through  1 995  for  ESRD  patients.    During  these  initial  periods,  employer 
provided  group  health  plans  are  expected  to  serve  as  primary  payer  for  ESRD  related  medical 
expenses  before  Medicare  would  kick  in. 

The  President's  proposal  would  also  make  uniform  all  the  other  MSP  provisions  which  affect  not 
only  ESRD  beneficiaries,  but  also  the  ^ged  and  disabled.  The  plan  would  mare  all  employer 
thresholds  consistent  with  the  aged  p  ovision  which  is  20  or  more  employees.   That  Is,  all 
employers  with  20  or  more  employees  with  a  group  health  insurance  plan  would  be  required  to 
act  as  primary  payer  for  its  aged,  disabled,  and  Medicare  ESRD  entitled  employees  for  specified 
amounts  of  time.   This  requires  a  reduction  in  the  disability  provision  from  100  to  20  employees 
and  the  creation  of  a  20  or  more  emp  oyee  threshold  for  ESRD  beneficiaries    Currently,  all 
employer  hearth  plans,  regardless  of  the  number  of  employees,  are  required  to  serve  as  primary 
payers  for  beneficiaries  who  have  become  entitled  to  Medicare  solely  because  of  ESRD  (as 
opposed  to  becoming  entitled  because  of  age  or  disability). 

Lastly,  the  President  would  also  eliminate  the  exemption  from  the  MSP  provision  for  individuals 
with  ESRD  who  are  also  aged  or  disabled.   Payments  for  these  individuals  would  be  treated  the 
same  as  with  payment  for  beneficiaries  entitled  to  Medicare  solely  because  of  ESRD. 

A  recent  interim  General  Accounting  Office  (GAO)  reporP  which  studied  the  effects  of  the  OBRA 
'90  ESRD  MSP  extension  from  12  to  18  months,  showed  that  the  extension  appeared  to  have 
negatively  affected  some  beneficiaries'  or  their  spouses'  access  to  and  retention  of  employment  or 
employer  health  insurance.   Although  the  numbers  are  relatively  small  this  Is  cause  for  concern 
especially  since  the  sample  size  was  limited.  A  broader  study  should  be  conducted  before 
Congress  decides  to  make  this  extension  permanent.   In  addition,  the  GAO's  study  of  the  effects 
of  this  provision  is  not  completed.   The  GAO  has  yet  to  report  on  beneficiary  out  of  pocket 
expenses  and  other  issues,  expected  to  be  completed  in  January  1 995. 

Since  we  do  not  know  yet  what  President  Clinton's  health  care  reform  proposal  will  look  like,  it  is 
difficult  to  speculate  on  how  this  provision  will  affect  ESRD  patients  under  a  new  health  care 


^  Medicare:   Millions  in  End-Stage  Renal  Disease  Expenditures  Shifted  to  Employer  Health 
Plans.  United  States  General  Accounting  Office  Report  to  Congressional  Committees  (December 
1992). 
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system.   ESRD  patient  and  spousal  access  to  health  insurance  (and  job  discrimination)  is  an 
Issue  that  should  be  analyzed  within  the  context  of  the  President's  health  refomi  plan. 

Extending  the  Physician  Ownership  and  Referral  Ban 

President  Clinton's  economic  package  would  extend  the  current  ban  on  Medicare  physician 
ownership  and  referral  to  outside  clinical  laboratories  to  other  services  including:    physical  and 
occupational  therapy;  radiology  and  other  diagnostics;  radiation  therapy;  durable  medical 
equipment,  and  parenteral/enteral  nutrition  equipment  and  supplies.   There  have  been  similar 
proposals  by  Congressman  Stark  and  others  to  also  extend  the  current  ban. 

RPA  is  fully  supportive  of  efforts  to  eliminate  unethical  referral  arrangements  by  physicians. 
Although  the  President's  provision  in  this  area  does  not  include  renal  dialysis  facilities.  RPA  would 
like  to  ensure  that  any  bill  passed  by  the  Congress  in  this  area  exclude  nephrologist  owned  renal 
dialysis  facilities  because  diatysis  centers  are  an  extension  of  the  nephrologlst's  medical 
practice.   This  is  cleariy  recognized  within  the  medical  community.    Unlike  most  referral  facilities, 
dialysis  provides  a  therapeutic  service  and  is  not  used  for  diagnostic  purposes.   Dialysis  facilities 
only  serve  patients  with  irreversible  kidney  failure  who  must  receive  dialysis  to  maintain  their  lives. 
Dialysis  is  not  an  elective  procedure  and  its  medical  necessity  cannot  be  questioned. 

Legislation  which  would  blanketly  ban  self  referral  arrangements  by  physicians  should  explicitly 
exclude  renal  dialysis  facilities.  The  following  legislative  language  is  suggested  "^y  the  RPA: 

Nonreferrals.   The  following  shall  not  constitute  a  referral  by  a  referring  physician:   a 
referral  by  a  physician,  or  by  a  member  of  his  or  her  group,  to  a  renal  dialysis  provider  in 
conjunction  with  a  renal  dialysis  procedure  performed  under  the  supervision  of  the 
physician  or  by  a  rr.ember  of  his  or  her  group. 


Increasing  the  Composite  Rate  Paid  to  Dialysis  Facilities 

The  Prospective  Payment  Assessment  Commission  (ProPAC)  has  recommended  to  Congress  that 
the  composite  rate  for  dialysis  facilities  be  updated  by  2.5  percent  for  FY  1994.  The  RPA  fully 
supports  this  lono  overdue  update  and  urges  Congress  to  enact  this  recommendation.   As  you 
may  know,  the  composite  rate  paid  to  renal  dialysis  facilities  for  outpatient  maintenance  dialysis 
treatments  and  related  services  under  Medicare  has  essentially  been  either  frozen  or  reduced 
since  the  rate  was  established  in  1 973  with  the  exception  of  a  $1  Increase  per  dialysis  treatment 
in  1991.   Even  with  this  $1  increase  in  1991,  the  composite  rate  has  dropped  over  60  percent  in 
real  dollars  because  of  explicit  freezes  and  rate  reductions  and  the  unadjusted  effects  of  inflation* 
since  1974. 

It  is  true  that  there  were  some  productivity  increases  in  the  70s  and  part  of  the  80s  which  allowed 
many  dialysis  facilities  to  operate  successfully  with  the  established  rate,  but  reports  about 
jeopardizing  quality  of  care  under  these  real  dollar  decreasing  rates,  especially  from  such  notable 
sources  as  the  Institute  of  Medicine',  Is  cause  for  alarm. 

While  there  is  not  as  much  available  and  reliable  data  upon  which  to  make  a  decision  in  this  area 
as  some  would  like,  it  is  clear  that  some  update  is  called  for.    A  2.5  percent  increase  in  the 
composite  rate  as  recommended  by  the  ProPAC  would  at  least  provide  in  part  for  inflation  and  the 
extra  costs  associated  with  EPO,  and  the  new  regulatory  burdens  of  CUA,  OSHA  and  ADA.   With 
these  extra  costs  and  the  fact  that  the  rate  has  not  been  evaluated  or  updated  in  20  years  (with 
the  exception  of  the  $1  dollar  per  treatment  increase  In  1991).  a  2.5  percent  increase  is  modest  in 
any  terms. 

RPA's  concerns  about  the  quality  of  patient  care  is  number  one  on  our  agenda.   We  are  involved 
in  practice  guidelines  research  and  development  and  are  working  with  the  Agency  for  Health  Care 


*  See  Kidney  Failure  and  the  Federal  Government,  Institute  of  Medicine  (1991);  and  Committee 
on  Ways  and  Means,  U.S.  House  of  Representatives,  Background  Material  and  Data  on  Programs 
Within  the  Jurisdiction  of  the  Committee  on  Ways  and  Means  (aka:  the  Green  Book),  (1992 
Edition). 

'  ibid. 
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Policy  and  Research  (AHCPR)  and  the  National  Institute  of  Diabetes,  Digestive,  and  Kidney 
Diseases  (NIDDK).  Our  efforts  are  also  integrally  connected  with  the  U.S.  Renal  Disease  Data 
System  also  known  as  the  EBRD  Patient  Registry    A  2  5  percent  update  in  the  composite  rate,  as 
recommended  by  ProPAC,  would  certainly  help  renal  dialysis  facilities  to  maintain  (and  possibly 
improve)  the  quality  of  care  provided  to  ESRD  beneficiaries. 


Reduction  In  the  Medicare  Volume  Performance  Standard  and  Update  Default  Formula 

The  purpose  of  the  President's  proposal  in  this  area  is  to  reduce  the  amount  of  increases  in 
physician  fees  in  future  years    The  plan  would  reduce  the  Medicare  Volume  Performance 
Standard  (I^VPS)  default  formula  and  the  default  update  for  Medicare  payments  to  physicians. 

RPA  supports  the  need  to  amend  the  VPS  formula  established  by  Congress  in  OBRAs  89  and  90. 
Last  year,  the  RPA  urged  Congress  to  preclude  an  almost  four  times  higher  and  separate  update 
tot  surgery  than  for  non-surgery  ii  eluding  primary  care  that  would  occur  under  the  default 
formula.    Unfortunately,  Congress  adjourned  without  taking  any  action  to  prevent  this  higher 
update  for  surgery  from  going  into  effect  in  1993.    The  result  Is,  unless  Congress  acts  to  correct 
the  problem  now,  surgical  services  will  permanently  have  a  higher  dollar  conversion  factor  update 
than  non-surgical  services  including  primary  care  visits  and  other  evaluation  and  management 
services. 

The  President's  proposal  provides  an  opporlunity  to  correct  this  flaw.    Instead  of  lowering  the 
default  VPS  equally  for  all  services,  as  the  President's  proposal  would  do,  RPA  would  urge 
Congress  to  either  support  a  single  VPS  for  all  services,  or  create  a  separate  and  higher  VPS  for 
EM  services  and  a  higher  default  update  for  pnmary  care  services  including  office,  nursing  home, 
and  home  visits. 

The  Physician  Payment  Review  Commission,  in  its  upcoming  report  to  ("ongress  will  be 
recommending  a  similar  ap(.  oach.    I*  separate  VPSs.  are  to  be  maintained  says  the  PPRC,  then 
EM  sen/ices  should  be  given  improved  treatment  by  being  placed  under  their  own  VPS. 

Exempting  Primary  Care  From  Any  Reductions  In  Physician  Fees  In  1994 

RPA  fully  supports  the  Administration's  plan  to  exempt  primary  care  from  the  reductions  proposed 
for  all  other  physician  services.    The  President's  proposal  would  reduce  the  current  law  Medicare 
conversion  factor  by  two  percent  for  all  services  except  primary  care    If  these  reductions  are 
taken  at  the  same  ti  -ne  the  Medicare  update  s  provided  based  on  the  current  MVPSs  (which  we 
understand  is  the  Administration's  intent),  this  proposal  would  in  effect  provide  primary  care  with  a 
full  conversion  factor  update  while  reducing  the  arrount  of  the  update  for  all  other  services. 

While  RPA  is  pleased  with  the  Administration's  efforts  to  protect  primary  care,  it  must  be  noted 
that  because  primary  care  is  lumped  in  with  non-surgery  in  the  current  law  VPS,  surgery  may  still 
receive  a  higher  update  than  primary  care  services  even  under  this  approach  proposed  by  the 
President  (see  related  discussion  on  the  altering  the  default  VPS  and  update  above). 
Nevertheless,  the  President's  proposal  would  represent  the  first  time  in  three  years  that  primary 
care  has  received  an  update  equal  to  inflation.   By  contrast,  the  1993  update  for  primary  care 
services  was  only  0.8  percent,  compared  to  3.1  percent  for  surgery  -  the  exact  opposite  of  what 
should  have  occurred  to  promote  and  encourage  pnmary  care. 

The  President's  plan  appears  to  recognize  that  if  cuts  in  Medicare  are  required,  they  should  not 
negatively  impact  on  priman/  care  services.   RPA  would  urge  Congress  to  uphold  the  President's 
approach  by  providing  a  full  1994  fee  schedule  update  for  primary  care  services,  and  to  reject 
calls  for  an  across  the  board  reduction  that  will  be  presented  under  the  guise  of  lairness." 
Similarly,  if  Congress  entertains  the  idea  of  delaying  the  update  entirely  for  a  period  of  six  months, 
for  example,  keep  in  mind  that  such  a  delay  continues  to  perpetuate  the  almost  four  times  higher 
and  separate  update  for  surgery  (than  for  non-surgery  incL  iing  primary  care)  that  took  place  in 
1993.   In  addition,  if  a  delay  in  the  update  is  sought  (which  is  obviously  not  the  preferred 
approach),  it  should  be  enacted  only  on  the  condition  that  pnmary  care  services  receive  the  full 
update  at  the  end  of  that  period. 
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Resource-Based  Practice  Expenses  for  the  Medicare  Physician  Fee  Schedule 

The  Administration  is  proposing  to  begin  phasing  in  a  resource-based  practice  expense  Index  for 
the  Medicare  Fee  Schedule  beginning  in  1 997.  To  cut  the  deficit,  the  proposal  also  calls  for 
reductions  in  practice  expense  relative  value  for  certain  services  in  1994.  1995,  and  1996. 
According  the  President's  plan,  practice  expense  values  would  be  reduced  for  services  if  the 
practice  expense  value  exceeded  the  work  value  for  a  particular  service. 

RPA  supports  the  idea  of  a  fully  resource  based  relative  value  scale.  However,  we  are  troubled 
by  this  proposal  for  several  reasons.  First, 

the  President's  method  to  reduce  practice  expense  values  is  completely  arbitrary.  Why  would  the 
fact  of  having  a  practice  expense  value  greater  than  the  work  value  suggest  that  the  practice 
expense  value  is  overvalued  and  should  be  reduced''  Although  this  arbitrary  method  would  move 
many  practice  expense  values  closer  tc  where  they  would  be  under  a  resource-based  practice 
expense  index,  some  may  be  cut  to  deeply,  and  others  may  be  cut  entirely  without  cause  or 
reason  resulting  in  a  skewed  RBRVS. 

Second,  there  is  still  research  that  needs  to  be  done,  data  to  be  collected,  and  questions  to  be 
answered,  before  a  decision  on  an  appropriate  methodology  for  a  resource-based  practice 
expense  index  can  be  made  and  implemented  -  even  the  Physician  Payment  Review  Commission 
and  the  Health  Care  Financing  Administration  would  admit  this.   Third,  RPA  is  concerned  about 
disrupting  the  initial  current  phase  in  of  the  fee  schedule  which  will  not  be  completed  until  1997. 

Fourth,  while  we  understand  that  physicians  must  do  their  share  to  contribute  to  reducing  the 
federal  budget  deficit,  we  would  feel  somewhat  betrayed  if  the  RBRVS  was  used  merely  for 
budgetary  reasons,  disregardinc  its  original  intent:   namely  to  redistribute  payments  away  from 
overvalued  procedures  to  undervalued  services  such  as  office  visits.   Office  visits  and  other 
evaluation  and  management  se.-vices  have  practice  expense  components  which  remain 
undervalued. 

If  Conqress  decides  to  c  jrsue  the  President  s  plan  in  this  area,  then  it  would  be  wise  to  also 
devise  a  mechanism  (ecjallv  arbitrary)  whereby  unden/alued  services  includino  primary  care 
would  see  increases  in  their  practice  expense  values  at  the  same  time  overvalued  services 
received  decreases    Otherwise,  the  RPA  would  recommend  not  to  tinker  with  the  RBRVS  until 
such  time  as  a  soind  methodology  is  developed  and  better  data  collected  on  resource  based 
practice  expenses    The  PPRC  believes  that  this  will  occur  bv  1997  and  thus  has  recommended 
that  resource-based  practice  expenses  be  implemented  at  that  time. 


BUDGET  ISSUES  RELATING  TO  PAYMENT 
UNDER  PART  B  OF  THE  MEDICARE 
PROGRAM  FOR  CLINICAL  LABORATORY 
SERVICES,  DURABLE  MEDICAL  EQUIPMENT, 
PHYSICIAN  OWNERSHIP  AND  REFERRAL  AR- 
RANGEMENTS, AND  OTHER  MEDICARE  REC- 
ONCILIATION ISSUES 


TUESDAY,  APRIL  20,  1993 

House  of  Representatives, 
Committee  on  Ways  and  Means, 

Subcommittee  on  Health, 

Washington,  D.C. 
The  subcommittee  met,  pursuant  to  call,  at  1:30  p.m.,  in  Room 
B-318,  Raybum  House  Office  Building,  Hon.  Fortney  Pete  Stark 
(chairman  of  the  subcommittee)  presiding. 

[The  press  releases  announcing  the  hearing  follow:] 
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FOR  IMMEDIATE  RELEASE  PRESS  RELEASE  #9 

FRIDAY,  MARCH  26,  1993         SOBCOMMITTEE  OM  HEALTH 

COMMITTEE  OM  WAYS  AND  MEAMS 
n.S.  HODSE  OF  REPRESEMTATiyES 
1102  LOMQWORTH  HOUSE  OFFICE  BLDO. 
WASHIMGTOH,  D.C.  20515 
TELEPHONE:   (202)  225-7785 

THE  HONORABLE  PETE  STARK  (O.,  CALIF.),  CHAIRMAN, 

SUBCOMMITTEE  ON  HEALTH, 

COMMITTEE  ON  WAYS  AND  MEANS,  U.S.  HOUSE  OF  REPRESENTATIVES, 

ANNOUNCES  A  HEARING 

ON 

BUDGET  ISSUES  RELATING  TO  CLINICAL  LABORATORY  SERVICES,  DURABLE 

MEDICAL  EQUIPMENT,  PHYSICIAN  OWNERSHIP  AND  REFERRAL  ARRANGEMENTS, 

AND  OTHER  MEDICARE  RECONCILIATION  ISSUES 


The  Honorable  Pete  Stark  (D. ,  Calif.),  Chairman,  Subcommittee 
on  Health,  Committee  on  Ways  and  Means,  U.S.  House  of 
Representatives,  announced  today  that  the  Subcommittee  will  hold  a 
hearing  on  budget  issues  relating  to  clinical  laboratory  services, 
durable  medical  equipment,  physician  ownership  and  referral 
arrangements,  and  other  Medicare  reconciliation  issues. 

This  hearing  will  be  held  on  Wednesday,  April  14,  1993, 
beginning  at  10:00  a.m.,  in  the  main  Committee  hearing  room, 
1100  Longworth  House  Office  Building. 

The  Subcommittee  previously  announced  that  the  March  25,  1993, 
hearing  on  budget  issues  relating  to  Part  B  of  the  Medicare  program 
was  to  include  consideration  of  issues  relating  to  clinical 
laboratory  services  and  durable  medical  equipment.   These  issues 
will  now  be  considered  on  April  14,  1993.   The  hearing  scheduled 
for  March  25,  1993,  was  focused  solely  on  issues  relating  to 
physician  services. 

Oral  testimony  will  be  heard  from  invited  yitnes8«s  only. 
However,  any  individual  or  organization  may  submit  a  written 
statement  for  consideration  by  the  Subcommittee  and  for  inclusion 
in  the  printed  record  of  the  hearing. 

BACKGROUND I 

On  February  17,  President  Clinton  announced  his  budget 
proposals  for  fiscal  year  1994.   The  President's  proposal  includes 
recommendations  which  would  affect  payments  to  clinical 
laboratories  and  durable  medical  equipment  suppliers  under  Part  B 
of  the  Medicare  program.   The  plan  also  includes  Medicare  secondary 
payor  reforms,  as  well  as  a  proposal  to  extend  the  current 
physician  ownership  and  referral  prohibitions  to  additional 
services  beyond  clinical  laboratory  services. 

The  Congressional  Budget  Office  (CBO)  has  estimated  that 
these  proposals  would  reduce  payments  for  laboratory  services  by 
$4.2  billion  and  durable  medical  equipment  by  $651  million  over 
five  years.   In  addition,  CBO  has  estimated  that  the  proposal  would 
save  $350  million  by  extending  the  current  physician  ownership  and 
referral  ban  to  additional  services  and  $6  billion  as  a  result  of 
Medicare  secondary  payor  reforms  over  a  five-year  period. 

DETAILS  FOR  SUBMISSION  OF  WRITTEN  COMMENTS t 

For  those  who  wish  to  file  a  written  statement  for  the  printed 
record  of  the  hearing,  six  (6)  copies  are  required  and  must  be 
submitted  by  the  close  of  business  on  Wednesday,  April  28,  1993,  to 
Janice  Mays,  Chief  Counsel  and  Staff  Director,  Committee  on  Ways 
and  Means,  U.S.  House  of  Representatives,  1102  Longworth  House 
Office  Building,  Washington,  D.C.   20515.   An  additional  supply  of 
statements  may  be  furnished  for  distribution  to  the  press  and 
public  if  supplied  to  the  Subcommittee  office,  1114  Longworth  House 
Office  Building,  before  the  hearing  begins. 


(MORE) 
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FORMATTING  REOOIRgMENTS ! 

Each  statement  presented  for  printing  to  the  Committee  by  a  witness,  any  written  statement  or  exhibit  submitted  for  the 
printed  record  or  any  written  comments  in  response  to  a  request  for  written  comments  must  conform  to  the  guidelines  listed  below 
Any  statement  or  exhibit  not  in  compliance  with  these  guidelines  will  nvt  be  printed,  but  will  be  maintained  in  the  Committee 
files  for  review  and  use  by  the  Committee. 

1  All  statements  and  any  accompanying  exhibits  for  printing  must  be  typed  in  single  space  on  legal-size  paper  and  may  not 
exceed  a  total  of  10  pages. 

2  Copies  of  whole  documents  submitted  as  exhibit  material  will  not  be  accepted  for  printing  Instead,  exhibit  material  should 
be  referenced  and  quoted  or  paraphrased  All  exhibit  material  not  meeting  these  specifications  will  be  maintained  in  the 
Committee  files  for  review  and  use  by  the  Committee. 

3  Statements  must  contain  the  name  and  capacity  in  which  the  witness  will  appear  or.  for  written  comments,  the  name  and 
capacity  of  the  person  submitting  the  statement,  as  well  as  any  clients  or  persons,  or  any  organization  for  whom  the  witness 
appears  or  for  whom  the  statement  is  submitted 

4  A  supplemental  sheet  must  accompany  each  statement  listing  the  name,  full  address,  a  telephone  number  where  the  witness 
or  the  designated  representative  ma>  be  reached  and  a  topical  outline  or  summary  of  the  comments  and  recommendations 
in  the  full  statement  This  supplemental  sheet  will  not  be  included  in  the  printed  record 

The  above  restrictions  and  limitations  apply  only  to  material  being  submitted  for  printing  Statements  and  exhibits  or 
supplementary  material  submitted  solely  for  distribution  to  the  Members,  the  press  and  public  during  the  course  of  a  public  hearing. 
may  be  submitted  in  other  forms. 
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*  *  *  NOTICE  -  CHANGE  IN  SCHEDULE  *  *  * 


FOR  IMMEDIATE  RELEASE 
MONDAY,  APRIL  12,  1993 


PRESS  RELEASE  #9 -REVISED 
SUBCOMMITTEE  ON  HEALTH 
COMMITTEE  ON  WAYS  AND  MEANS 
U.S.  HOUSE  OF  REPRESENTATIVES 
1102  LON6HORTH  HOUSE  OFFICE  BLD6. 
WASHINGTON,  D.C.  20515 
TELEPHONE;   (202)  225-7785 


THE  HONORABLE  PETE  STARK  (D. ,  CALIF.),  CHAIRMAN, 

SUBCOMMITTEE  ON  HEALTH, 

COMMITTEE  ON  WAYS  AND  MEANS,  U.S.  HOUSE  OF  REPRESENTATIVES, 

ANNOUNCES  A  CHANGE  IN  SCHEDULE  FOR  THE  HEARING 

ON 

BUDGET  ISSUES  RELATING  TO  PAYMENT  UNDER 

PART  B  OF  THE  MEDICARE  PROGRAM  FOR  CLINICAL  LABORATORY  SERVICES 

AND  DURABLE  MEDICIOi  EQUIPMENT 


The  Honorable  Pete  Stark  (D. ,  Calif. )»  Chairman,  Subcommittee  on 
Health,  Committee  on  Ways  and  Means,  U.S.  House  of  Representatives, 
announced  today  that  the  hearing  on  budget  issues  relating  to  payment 
under  the  Part  B  of  the  Medicare  program  for  clinical  laboratory 
services  and  durable  medical  equipment  scheduled  for  April  14,  1993, 
has  been  rescheduled  for  April  20,  1993.   This  hearing  will  be  held 
immediately  following  the  hearing  on  physician  ownership  and  referral 
arrangements  scheduled  for  10:00  a.m.  in  room  B-318  Rayburn  House 
Office  Building.  (See  press  release  #11,  dated  April  12,  1993.) 

All  other  details  regarding  the  hearing  focusing  on  budget 
reconciliation  issues  relating  to  clinical  laboratory  services  and 
durable  medical  equipment  remain  the  same.  (See  press  release  #9, 
dated  March  26,  1993.) 


***** 
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Chairman  Stark.  We  will  complete  the  consideration  today  of  is- 
sues related  to  the  fiscal  year  1994  budget.  We  previously  focused 
on  issues  relating  to  part  A  and  physician  payment  under  part  B 
of  the  Medicare  program,  and  this  hearing  will  consider  issues  re- 
lating to  clinical  laboratory  services  and  durable  medical  equip- 
ment. 

The  administration's  budget  includes  proposals  that  would  re- 
duce spending  over  the  next  5  years  by  $685  million  for  DME  and 
$2.8  billion  for  clinical  lab  services. 

Before  proceeding,  I  would  normally  recognize  the  distinguished 
Ranking  Member,  Mr.  Thomas,  for  an  opening  statement,  but  if  he 
chooses  later  to  submit  one,  the  record  will  remain  open  the  cus- 
tomary 5  days,  and  we  will  be  happy  to  insert  his  statement  in  the 
record. 

We  will  begin  with  testimony  from  Mr.  Alvin  Salton  of  the  Amer- 
ican Association  of  Bioanalysts.  He  is  president  and  director  of  the 
Community  Medical  Laboratory  in  Metuchen,  N.J.  He  will  be  fol- 
lowed in  a  few  minutes  by  Hope  Foster  for  whom  we  have  given 
a  brief  break  and  we  will  have  Hope  come  to  the  witness  table 
when  she  returns. 

Mr.  Salton,  would  you  like  to  begin? 

STATEMENT  OF  ALVIN  M.  SALTON,  PRESIDENT  AND  DIREC- 
TOR, COMMUNITY  MEDICAL  LABORATORY,  METUCHEN,  N^^ 
ON  BEHALF  OF  AMERICAN  ASSOCIATION  OF  BIOANALYSTS 

Mr.  Salton.  Mr.  Chairman,  members  of  the  committee,  it  is  a 
pleasure  to  appear  before  you  today  to  present  testimony  regarding 
flscal  year  1994  budget. 

My  name  is  Alvin  M.  Salton,  and  I  am  president  and  director  of 
Communis  Medical  Laboratory  in  Metuchen,  New  Jersey.  I  am 
here  on  behalf  of  the  American  Association  of  Bioanalysts,  an  orga- 
nization that  represents  independent  community-based  clinical  lab- 
oratories across  the  country. 

Since  1986,  the  fee  schedule  has  been  limited  by  a  national  cap, 
originally  set  at  115  percent  of  the  median  carrier  rate.  The  admin- 
istration is  proposing  to  drop  the  cap  from  88  to  76  percent  and 
limit  the  annual  fee  schedule  adjustment  to  2  percent.  These  cuts 
are  intended  to  reduce  laboratory  payments  by  $240  million  in  fis- 
cal year  1994. 

Tnese  proposals  have  not  been  and  will  not  be  successful.  They 
were  tried  by  both  the  Reagan  and  the  Bush  administrations. 

Medicare  expenditures  for  laboratory  services  are  determined  by 
two  variables,  the  reimbursement  per  test  and  the  number  of  tests 
ordered.  The  Federal  Government  has  controlled  the  first  variable. 
The  reimbursement  rate  per  test  has  been  cut  dramatically  during 
the  past  8  years.  The  fee  schedule  rates  for  the  15  most  commonly 
ordered  tests  are  only  50  to  70  percent  of  the  1984  rates. 

However,  the  Government  has  failed  to  take  any  effective  steps 
to  control  the  second  variable,  the  volume  of  testing.  Chart  A,  as 
you  see  over  here  on  your  left,  developed  by  the  HHS  Office  of  In- 
spector General,  dramatically  illustrates  this  point.  The  bottom  line 
on  the  chart  represents  the  amount  Medicare  expected  to  spend 
based  on  fee  schedule  cuts.  The  top  line  represents  actual  spending. 
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This  chart  clearly  shows  that  simply  ratcheting  down  the  fee 
schedule  will  not  result  in  overall  program  savings.  To  control  lab- 
oratory costs  you  must  first  focus  on  the  volume  of  tests.  This  vari- 
able is  determined  by  physicians.  The  current  system  allows  physi- 
cians to  order  and  profit  from  unnecessary  tests.  Steps  should  be 
taken  to  eliminate  tnese  adverse  incentives. 

We  have  the  following  recommendations. 

First,  Congress  should  enact  the  direct  billing  statute.  It  has  be- 
come a  common  practice  for  physicians  to  request  and  receive  dis- 
counts in  laboratories  for  non-Medicare  services.  They  profit  by 
marking  up  these  tests  before  billing  their  patients  and  con- 
sequently have  a  substantial  incentive  to  order  unnecessary  tests. 
These  excessive  test  ordering  patterns  carry  over  to  the  Medicare 
program. 

Second,  physicians  should  not  be  permitted  to  maintain  a  finan- 
cial interest  in  any  laboratoiy  to  which  they  refer  patients.  The 
Stark  law  applies  only  to  Medicare  referrals. 

As  the  Inspector  General  pointed  out  in  his  October  1990  report, 
to  be  effective,  initiatives  which  prohibit  physician  referrals  should 
extend  to  all  laboratory  work  and  not  simply  apply  to  tests  per- 
formed on  Medicare  and  Medicaid  patients. 

According  to  the  same  1990  OIG  report,  removing  the  financial 
incentive  can  only  be  done  by  prohibiting  physician  ownership  and 
financial  interest  in  any  laboratory,  including  physician  office  lab- 
oratories. 

Beginning  in  1982,  Nevada  prohibited  physicians  from  billing 
Medicaid  for  laboratory  tests.  The  results  of  the  Nevada  experi- 
ment are  startling.  Ten  years  after  the  program  was  initiated  the 
amount  spent  per  recipient  is  still  below  the  1982  level. 

The  Nevada  experience  stands  in  marked  contrast  to  Medicare 
and  other  State  Medicaid  programs.  This  success  story  is  illus- 
trated by  Chart  B,  as  you  see  also  on  your  left. 

The  bottom  line  reflects  the  Nevada  experience.  The  top  lines  on 
the  chart  reflect  the  experience  of  other  States.  In  many  States  the 
cost  per  recipient  has  risen  by  as  much  as  600  percent. 

Congress  needs  to  enact  appropriate  measures  to  control  utiliza- 
tion, 'file  savings  from  these  initiatives  will  far  outstrip  those  asso- 
ciated with  an  across-the-board  reduction  in  the  fee  schedule.  For 
example,  direct  billing  could  easily  save  three  to  four  times  the 
amount  proposed  in  the  President's  budget. 

We  recommend  that  any  cuts  be  targeted  on  procedures  where 
the  Federal  reimbursement  rate  is  out  of  line  with  the  actual  cost 
or  value  of  the  test. 

We  would  like  to  work  with  the  committee  to  develop  such  a  list. 
For  example,  we  would  support  the  following  specific  changes  in 
lieu  of  an  across-the-board  cut. 

One,  eliminate  reimbursement  for  waived  tests.  In  1991,  the  Fed- 
eral Grovernment  spent  $61  million  on  tests  classified  in  the  clear 
waived  category.  These  tests  are  by  definition  simple  laboratory 
procedures  that  pose  no  reasonable  risk  of  harm  to  the  patient  if 
performed  incorrectly.  Medicare  should  not  pay  physicians  or  lab- 
oratories for  such  procedures. 

Calculation  of  LDL  amounts:  1991  expenditures  for  LDL  calcula- 
tions totaled  $112  million.  This  is  now  an  automated  calculation. 
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Eliminate  organ  or  disease-oriented  panels.  Medicare  has  histori- 
cally reimbursed  such  organ  or  disease-related  panels  at  rates 
much  higher  than  most  automated  panels. 

We  recommend  that  these  tests  be  reimbursed  at  the  same  rate 
as  automated  panels.  These  three  targeted  reductions  will  result  in 
$385  million  in  savings,  a  figure  $145  million  higher  than  the  fig- 
ure included  in  the  Fhresident  s  budget. 

In  recommending  this  alternative,  we  do  not  want  to  leave  the 
committee  with  the  impression  that  cuts  in  the  fee  schedule, 
whether  they  are  targeted  or  across  the  board,  will  actually  hold 
down  over  all  laboratory  expenditures  without  tough  utilization 
control  mechanisms,  such  as  direct  billing  or  prohibitmg  all  self-re- 
ferrals. 

Chairman  Stark.  Thank  you. 

[The  prepared  statement  follows:] 
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TESTIMONY  OF  THE  AMERICAN  ASSOCIATION  OF  BIOANALYSTS 

PRESENTED  TO  THE 

HOUSE  WAYS  AND  MEANS  HEALTH  SUBCOMMITTEE 

April  20,  1993 

Mr.  Chairman,  Members  of  the  Committee,  it  is  a  pleasure  to 
appear  before  you  today  to  present  testimony  regarding  the  FY 
1994  budget.    My  name  is  Alvin  M.  Salton  and  I  am  the  President 
and  Director  of  Community  Medical  Laboratory  in  Metuchen,  New 
Jersey.   I  eun  here  on  behalf  of  the  American  Association  of 
Bioanalysts  (AAB) ,  an  organization  that  represents  independent 
community-based  clinical  laboratories  across  the  country. 

As  you  are  aware,  laboratories  are  reimbursed  under  a  fee 
schedule.   Since  1986,  the  fee  schedule  has  been  limited  by  a 
national  cap.   The  cap  was  originally  set  at  115  percent  of  the 
median  carrier  rate  but  has  since  been  reduced  to  88  percent. 
The  Administration  is  proposing  to  drop  the  cap  to  76  percent  and 
limit  the  annual  fee  schedule  adjustment  to  2  percent.   These 
cuts  are  intended  to  reduce  laboratory  payments  by  $240  million 
in  FY  1994. 

AAB  recognizes  the  importance  of  controlling  Medicare 
expenditures.   However,  these  proposals  have  not  been,  and  will 
not  be,  successful.   They  were  tried  by  both  the  Reagan  and  the 
Bush  Administrations,  yet,  total  laboratory  costs  continue  to 
rise. 

Medicare  expenditures  for  laboratory  services  are  determined 
by  two  variables:   the  reimbursement  per  test  and  the  number  of 
tests  ordered.   The  federal  government  has  controlled  the  first 
variable.   The  reimbursement  rate  per  test  has  been  cut 
dramatically  during  the  last  eight  years.   A  survey  conducted  in 
1991  found  that  payments  for  the  15  most  commonly  ordered  tests 
were  only  50  to  70  percent  of  the  1984  rates.   Few,  if  any,  other 
areas  of  the  Medicare  progrcun  have  been  subjected  to  comparable 
real  fee  schedule  reductions . 

However,  total  Medicare  program  expenditures  for  laboratory 
tests  have  continued  to  grow.   This  is  because  the  government  has 
failed  to  take  any  effective  steps  to  control  the  second 
variable — the  volume  of  testing.   Chart  A,  which  was  developed  by 
the  HHS  Office  of  Inspector  General,  dramatically  illustrates 
this  point. 

The  bottom  line  represents  the  amount  Medicare  expected  to 
spend.  The  top  line  represents  actual  spending.   This  chart 
clearly  shows  that  simply  ratcheting  down  the  fee  schedule  will 
not  result  in  overall  program  savings. 

If  you  are  serious  about  controlling  laboratory  costs,  you 
must  focus  on  the  volume  of  tests.   This  variable  is  determined 
by  physicians.   Doctors  most  often  order  tests  because  they 
believe  the  tests  are  in  the  best  medical  interest  of  the 
patient.   In  many  cases  an  early  diagnostic  test  will  permit 
prompt  intervention  and  avoid  more  costly  and  invasive 
procedures.   However,  the  current  system  also  allows  physicians 
to  order  and  profit  from  unnecessary  tests.   Steps  should  be 
taken  to  eliminate  these  adverse  incentives.   We  have  the 
following  recommendations: 

First.  Congress  should  enact  a  direct  billing  statute.   It 
has  become  a  common  practice  for  physicians  to  request  and 
receive  discounts  from  laboratories  for  non-Medicare 
services.   They  profit  by  marking  up  these  tests  before 
billing  their  patients  and  consequently  have  a  substantial 
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incentive  to  order  unnecessary  tests.   These  excessive 
test-ordering  patterns  carry  over  to  the  Medicare  program. 

This  problem  could  be  corrected  by  passing  legislation 
similar  to  S.  337  which  was  introduced  by  Jeff  Bingaman 
(D-NM)  and  Howard  Metzenbaum  (D-OH).   S.  337  extends  the 
current  Medicare  direct  billing  requirement  to  private  pay 
patients . 

Second,  physicians  should  not  be  permitted  to  maintain  a 
financial  interest  in  any  laboratory  to  which  thev  refer 
patients.   The  Stark  law  applies  only  to  Medicare  referrals. 
As  the  Inspector  General  pointed  out  in  his  October  1990 
report : 

.  .  .  to  be  effective  initiatives  which 
prohibit  physician  referrals  should  extend  to 
all  laboratory  work  and  not  simply  apply  to 
tests  performed  on  Medicare  and  Medicaid 
patients.  .  .  . 

According  to  the  same  1990  OIG  report: 

.  .  .  removing  the  financial  incentive  [can] 
only  be  done  by  prohibiting  physician 
ownership  and  financial  interest  in  any 
laboratory,  including  physician  office 
laboratories . " 

Beginning  in  1982,  Nevada  prohibited  physicians  from  billing 
Medicaid  for  laboratory  tests.   The  results  of  the  Nevada 
experiment  are  startling.   Ten  years  after  the  program  was 
initiated,  the  amount  spent  per  recipient  is  still  below  the 
1982  level.   The  Nevada  experience  stands  in  stark  contrast 
to  the  federal  Medicare  and  other  state  Medicaid  progreuns . 
This  success  story  is  illustrated  by  Chart  B.   The  bottom 
line  reflects  the  Nevada  experience.   In  contrast,  the  top 
lines  reflect  the  experience  of  other  state  Medicaid 
programs  which  have  not  implemented  similar  restrictions. 

If  Congress  is  serious  about  controlling  laboratory  costs  it 
needs  to  enact  appropriate  measures  to  control  utilization.   The 
savings  from  these  initiatives  will  far  outstrip  those  associated 
with  an  across  the  board  reduction  in  the  fee  schedule.   For 
excunple,  direct  billing  could  easily  save  three  to  four  times 
the  amounts  recommended  in  the  President'  budget. 

However,  should  you  decide  to  proceed  with  any  further 
reductions  in  the  fee  schedule,  we  recommend  that  these  cuts  be 
targeted  on  procedures  where  the  federal  reimbursement  rate  is 
most  out  of  line  with  the  actual  cost  or  value  of  the  test.   We 
would  like  to  work  with  the  Committee  to  develop  such  a  list. 
For  example,  we  would  recommend  the  following  specific  changes  in 
lieu  of  an  across-the-board  cut: 

1.  Eliminate  Reimbursement  for  Waived  Tests.    In  1991,  the 
Federal  government  spent  $61  million  on  tests  classified  in 
the  CLIA  "waived"  category.   These  tests  are  by  definition 
simple  laboratory  procedures  that  pose  no  reasonable  risk  of 
harm  to  the  patient  if  performed  incorrectly.   Medicare 
should  not  pay  physicians  or  laboratories  for  such 
procedures.   Estimated  1994  savings  would  be  $93  million. 

2.  Calculation  of  LDL  Amounts.   1991  expenditures  for  LDL 
calculations  totalled  $112  million.   While  this  used  to  be 
an  independent  calculation,  for  most  laboratories  it  is  now 
automated.   Estimated  FY  1994  savings  are  $155  million. 
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3.    Eliminate  Organ  or  Disease  Oriented  Panels.   Medicare  has 
historically  reimbursed  certain  organ  or  disease  related 
panels  at  rates  much  higher  than  most  automated  panels . 
With  the  evolution  of  automated  technology  there  is  no 
reason  for  this  distinction.   We  recommend  these  tests  be 
reimbursed  at  the  same  rate  as  other  panels.   Estimated  FY 
1994  savings  would  be  $137  million. 

These  targeted  reductions  would  result  in  $385  million  in 
savings,  a  figure  $145  million  higher  than  the  $240  million  in  FY 
1994  laboratory  reductions  recommended  in  the  President's  Budget. 

In  recommending  this  alternative,  we  do  not  want  to  leave 
the  Committee  with  the  impression  that  cuts  in  the  fee  schedule, 
whether  they  are  targeted  or  across-the-board  will  actually  hold 
down  overall  laboratory  expenditures  without  tough  utilization 
control  mechanisms  such  as  direct  billing  and  prohibiting  all 
self-referrals . 

Once  again  we  are  pleased  to  have  had  this  opportunity  to 
present  our  views  and  look  forward  to  working  with  you  in  the 
upcoming  weeks . 
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Comparison  off  State  Medicaid  Laboratory 
Expenditures 
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STATEMENT  OF  HOPE  S.  FOSTER,  GENERAL  COUNSEL, 
AMERICAN  CLINICAL  LABORATORY  ASSOCIATION 

Chairman  Stark.  Hope. 

Ms.  Foster.  Thank  you. 

We  appreciate  the  opportunity  to  share  with  you  our  reaction  to 
the  administration's  fiscal  year  1994  through  1998  budget  proposal 
for  laboratories. 

As  you  know.  Medicare  uses  median-based  caps  to  limit  reim- 
bursement to  clinical  laboratories.  Between  1986  and  1990,  that 
cap  was  reduced  from  115  to  88  percent  of  the  fee  schedule  medi- 
ans. The  administration  has  now  proposed  lowering  that  cap  to  76 
percent,  a  cut  that  would  make  the  cap  39  points  lower  than  it  was 
in  1986.  Although  we  have  not  opposed  past  cuts,  this  proposed  re- 
duction will  be  too  steep  unless  it  comes  with  other  reforms  that 
I  will  discuss  with  j^ou  this  afternoon. 

Some  statistics  will  illustrate  our  point:  Since  1984,  Congress  has 
passed  five  different  budget  measures  which,  when  totaled,  called 
for  $3.5  billion  in  multiyear  lab  cuts.  Medicare  will  only  spend  $3.8 
billion  on  lab  testing  this  year.  In  its  latest  proposal,  the  adminis- 
tration calls  for  lab  savings  that  total  $2.8  billion  over  the  next  5 
years.  This  cut  is  simply  too  large. 

The  administration's  budget  package  also  asks  laboratories  to 
contribute  disproportionately  to  deficit  reduction.  According  to  the 
administration's  most  recent  report,  laboratories  would  shoulder 
over  18  percent  of  the  part  B  provider  savings  proposed  by  the  ad- 
ministration, even  though  these  suppliers  only  constitute  approxi- 
mately 5  percent  of  part  B  expenditures.  While  such  a  request 
would  be  unfair  at  any  time,  it  is  particularly  inequitable  given  the 
substantial  reductions  that  labs  have  already  sustained. 

We  are  also  troubled  by  the  authority  tnat  the  administration 
has  requested  to  unilaterally  change  laboratory  reimbursement 
rates  based  on  technological  and  market  factors.  Congress  has  al- 
ways made  these  decisions  and  you  should  continue  doing  so.  We, 
therefore,  oppose  this  request. 

Please  do  not  misunderstand.  We  fully  recognize  the  need  for  def- 
icit reduction  and  have  worked  closely  with  you  in  the  past  to 
achieve  it.  We  anticipate  doing  so  this  year  as  well.  We  are,  there- 
fore, interested  in  a  proposal  that  we  have  heard  some  of  you  may 
be  considering,  namely  to  reconcile  the  budget  resolution  by  freez- 
ing Medicare  payment  rates.  We  would  support  this  proposal  be- 
cause it  would  curb  Medicare  spending,  it  is  equitable  and  it  would 
make  all  health  care  providers  equal  contributors  to  curtailing  the 
growth  in  outlays.  We  hope  you  will  adopt  a  plan  of  this  nature. 

At  the  same  time,  we  also  know  that  many  additional  needed 
changes  will  be  considered  in  the  context  of  nealth  care  reform. 
One  of  them  that  we  urge  you  to  approve  is  a  national  direct  billing 
mandate  for  all  payers.  An  independent  study  appended  to  our 
written  testimony  found  that  enactment  of  such  a  law  would  cut 
non-Medicare  expenditures  between  $2.4  and  $3.2  billion  a  year  for 
a  5-year  savings  of  between  $12  and  $16  billion.  Moreover,  if  adopt- 
ed, additional  reductions  in  Medicare  spending  for  lab  testing  could 
be  achieved. 

Structural  problems  plague  the  lab  marketplace  and  affect  Medi- 
care outlays.  These  problems  arise  because  many  physicians  ask 
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for  and  receive  large  discounts  for  non-Medicare  testing.  A  signifi- 
cant number  of  these  physicians  mark  up  the  discounted  prices  by 
a  substantial  amount  when  they  bill  patients  and  third-party  pay- 
ers for  the  purchased  test.  As  with  other  well-documented  and  pub- 
licized situations,  like  self-referral,  when  physicians  have  a  finan- 
cial stake  in  lab  testing,  utilization  escalates  thereby  inflating  Med- 
icare expenditures.  The  independent  study  to  which  I  just  referred 
found  that  utilization  of  testing  for  Medicare  beneficiaries  was  6.5 
percent  higher  in  States  that  do  not  have  direct  billing.  For  non- 
Medicare  patients,  prices  and  utilization  were  substantially  higher 
in  non-direct-billing  States  than  they  were  in  direct-billing  States. 
For  example,  in  comparing  experience  in  direct-billing  versus  non- 
direct-billing  States,  the  study  found  that:  one,  charges  for  labora- 
tory services  were  8.4  to  9.6  percent  higher  in  non-direct-billing 
States;  two,  per-enrollee  laboratory  utilization  was  28.3  percent 
higher  in  non -direct-billing  States;  and  three,  lab  charges  per  en- 
roHee  were  40.6  percent  higher  in  non-direct-billing  States. 

The  distortions  which  have  led  to  these  results  also  cause  physi- 
cians to  pay  the  least  for  testing.  Medicare  somewhat  more,  and 
other  third  parties  to  pay  the  most. 

This  structural  problem  demands  a  structural  solution — ^imple- 
mentation of  a  direct-billing  mandate  that  would  remove  physi- 
cians from  their  role  of  "brokers"  of  lab  testing.  Under  such  a  law, 
labs  would  be  required  to  bill  the  party  ultimately  responsible  for 
payment  and  would  be  prohibited  from  billing  the  test-ordering 

f physician.  Were  such  a  law  enacted,  utilization  would  decline  and 
abs  could  adopt  a  more  rational  pricing  system  that  would  benefit 
third-party  payers,  patients  and  Medicare.  Such  a  law  would  also 
permit  laboratories  to  absorb  additional  reductions  in  the  amounts 
that  Medicare  pays,  causing  a  shrinking  of  programmatic  outlays. 
As  our  written  testimony  indicates,  if  direct  billing  were  enacted, 
ACLA  would  not  oppose  a  reduction  of  the  Medicare  cap  to  76  per- 
cent as  the  administration  has  proposed.  We,  therefore,  urge  you 
to  work  for  and  support  direct  billing.  It  is  a  badly-needed  reform. 
We  would  be  happy  to  answer  your  questions. 
Thank  you. 
[Th^  prepared  statement  follows:] 
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STATEMENT  OF  THE 

AMERICAN  CLINICAL  LABORATORY  ASSOCIATION 

BEFORE  THE  SOBCOHMITTEE  ON  HEALTH 

OF  THE  HOnSE  HAYS  AND  MEANS  COMMITTEE 

April  20,  1993 

The  American  Clinical  Laboratory  Association  ( "ACLA" ) 
is  pleased  to  have  this  opportunity  to  comment  on  the 
Administration's  budget  proposals  affecting  reimbursement  for 
clinical  laboratory  testing.   ACLA  is  a  trade  association  of 
federally  regulated,  independent  clinical  laboratories.   ACLA 
represents  national,  regional,  and  local  laboratories  located 
throughout  the  Onited  States.   ACLA  members  will  be  significantly 
affected  by  the  Administration's  proposals  for  laboratories. 

In  the  budget  submitted  to  Congress,  the  new  Administration 
has  proposed  reducing  the  national  limitation  amounts  for 
laboratories  from  their  current  level  of  88  percent  of  the  fee 
schedule  medians,  to  76  percent  of  the  medians.   Further,  the 
Administration  has  proposed  limiting  the  update  in  the  fee 
schedules  to  2  percent,  rather  than  raising  them  by  the  increase 
in  the  CPI,  as  was  originally  contemplated  when  the  fee  schedules 
were  established.   The  update  was  set  at  2  percent  by  CERA' 90 
for  1991  through  1993,  after  which  time  it  was  to  return  to  the 
full  amount  of  the  CPI.   See  S1833(h) ( 2) (A) ( ii) .   Finally,  the 
Administration  has  suggested  allowing  the  Secretary  of  HHS  to 
adjust  Medicare  payment  rates  to  laboratories  "to  account  for 
technological  changes  or  other  market  factors." 

For  many  years,  ACLA  has  appeared  before  this  Subcommittee 
to  offer  our  views  and  our  cooperation  on  ways  to  lower  the 
federal  deficit  through  equitable  reductions  in  Medicare  outlays 
for  laboratory  testing.   In  1984,  we  assisted  in  the  development 
of  the  Medicare  fee  schedule,  which  substantially  reduced  the 
amounts  that  Medicare  paid  to  laboratories.   In  1987,  1989,  and 
1990,  we  worked  with  Congress  in  suggesting  other  savings  that 
could  be  achieved  by  lowering  the  national  limitation  amounts. 
As  a  result  of  the  budget  agreement  reached  in  1990,  a  proposal 
that  ACLA  supported,  clinical  laboratories  will  absorb  additional 
cuts  of  $1.2  billion  between  1991  and  1996. V 

ACLA  has  always  participated  in  this  process  because  we 
recognize  our  responsibility  to  help  reduce  the  federal  budget 
deficit.   In  addition,  like  other  providers,  we  also  recognize 
the  need  to  assist  in  the  on-going  effort  to  reform  the  health 
care  system.   Thus,  this  year,  we  believe  it  is  necessary  to 
discuss  not  just  our  response  to  the  new  Administration's 
proposed  reductions  in  laboratory  reimbursement,  but  also  our 
views  on  how  laboratory  services  should  be  treated  under  health 
care  reform.   As  discussed  below,  these  two  issues  are 
inextricably  linked,  for  ACLA  can  accept  additional  cuts  in 
Medicare  reimbursement,  but  only  if  the  fundamental  structural 
problems  plaguing  the  laboratory  market  are  corrected  as  part  of 
health  care  reform. 

In  the  past,  ACLA  has  urged  that  changes  be  instituted  in 
the  industry  through  passage  of  a  federal  direct  billing  law, 
which  would  require  that  laboratories  that  perform  testing  bill 
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the  appropriate  payor  for  that  work.   In  view  of  the  new  cuts 
proposed  by  the  Administration  and  the  efforts  to  reform  health 
care  generally,  it  is  imperative  that  direct  billing  now  become 
a  reality.   Direct  billing  will  result  in  a  more  efficient 
laboratory  market  that  will  ultimately  benefit  all  payors, 
including  Medicare.   Further,  an  independent  study  discussed 
below  shows  that  enactment  of  direct  billing  could  reduce  non- 
Medicare  health  care  costs  generally  by  between  $2.4  and  $3.2 
billion  a  year.   Such  reductions  are  urgently  needed  to  help 
fund  other  health  care  reforms.  If  direct  billing  is  enacted, 
ACLA  members  would  be  better  able  to  absorb  the  cuts 
in  reimbursement  that  are  being  proposed.   In  addition,  the 
enactment  of  direct  billing  would  also  allow  laboratories  to 
absorb  reductions  in  reimbursement  received  from  private  payors, 
as  detailed  in  the  attached  health  reform  proposal.   (See 
Appendix  1.)   Without  the  enactment  of  direct  billing,  additional 
Medicare  cuts  will  simply  force  many  laboratories  to  reduce 
services  and  could  force  some  laboratories  to  close  entirely, 
thereby  reducing  access  to  testing  services. 

In  our  testimony  today,  we  would  first  like  to  give  some 
Information  on  the  background  of  laboratory  reimbursement  and  the 
need  for  change.   Then,  we  will  address  the  Administration's 
current  proposals  and  detail  our  proposal  for  reform. 

1.   The  Value  of  Laboratory  Testing. 

Laboratory  testing  is  an  important,  life-saving  and  cost- 
containing  health  care  tool,  which  permits  the  early  detection 
and  treatment  of  a  variety  of  conditions.   Laboratory  testing  is 
instrumental  in  the  early  diagnosis  of  diseases  such  as  AIDS, 
Hepatitis  and  countless  others.   Other  tests,  such  as  therapeutic 
drug  monitoring  ("TDM")  assays,  are  used  routinely  to  track  the 
effects  of  life-saving  medications  prescribed  for  cancer  and 
other  serious  illnesses.   Concern  about  coronary  heart  disease 
has  caused  an  increased  awareness  of  the  need  to  perform  regular 
cholesterol  testing  and  related  measurements  of  HDL  and  LDL.   The 
early  diagnosis  and  treatment  permitted  by  appropriate  testing 
ultimately  saves  money  for  all  health  care  payors,  including 
Medicare.   Indeed,  the  greatest  value  of  clinical  laboratory 
testing  is  its  ability  to  lead  to  the  early  diagnosis  of  disease 
and  to  prompt,  cost-effective  treatment. 

Since  1984,  laboratories,  like  many  providers,  have 
repeatedly  had  to  confront  reduced  Medicare  reimbursement.   The 
caps  on  the  fee  schedules,  which  were  initially  set  at  115 
percent  of  the  fee  schedule  medians,  were  subsequently  reduced 
to  100  percent  in  1988;  to  93  percent  in  1990;  and  then  to 
88  percent  in  1991.   At  the  same  time,  there  have  also  been 
reductions  in  the  CPI  updates  and  freezes  on  other  payments. 

Appendix  2,  which  is  attached  to  this  testimony,  shows  the 
impact  of  these  repeated  reductions  in  reimbursement  for  clinical 
laboratory  services.   The  five  different  budget  bills  enacted 
between  1984  and  1990  slashed  clinical  laboratory  reimbursement 
by  an  estimated  $3.5  billion.   The  Administration's  latest  budget 
request  would  impose  an  additional  $3.8  billion  in  cuts  between 
1994  and  1997. 

At  the  same  time,  the  costs  of  laboratory  testing  have 
increased  substantially.   For  example,  as  a  result  of  the 
emergence  of  AIDS  and  Hepatitis  B,  laboratories  now  take 
additional  precautions  to  protect  workers  from  bloodborne 
pathogens,  as  required  by  the  Occupational  Safety  and  Health 
Administration,  Including  paying  for  workers'  vaccinations.   In 
addition,  the  new  requirements  Imposed  by  the  Clinical  Laboratory 
Improvement  Amendments  of  1988  ("CLIA'88")  and  other  regulations, 
such  as  those  related  to  medical  waste  removal  and  treatment, 
have  further  added  to  laboratory  expenditures.   ACLA  does  not 
argue  with  the  need  to  protect  workers,  safeguard  quality  control 
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or  protect  the  public  health  and  our  environment;  nonetheless, 
implementing  these  requirements  is  expensive. 

In  addition,  laboratory  labor  costs  have  also  dramatically 
increased  over  the  past  five  years.   For  example,  a  recent  report 
by  the  American  Society  of  Clinical  Pathologists  ("ASCP")  shows 
that  salaries  for  phlebotomists,  the  individuals  who  draw  blood, 
have  risen  by  almost  20  percent  since  1990.   Cytologist  salaries 
grew  by  17.4  percent  for  staff  level  positions  and  14.4  percent 
for  supervisory  positions  during  that  same  period. 

Such  increasing  costs,  when  coupled  with  further  reductions 
in  reimbursement,  cannot  help  but  affect  the  ability  of  labora- 
tories to  offer  accessible,  efficient,  high  quality  laboratory 
testing. 

2.   The  Need  for  Structural  Change 

In  view  of  these  increasing  costs  and  reductions  in 
reimbursement,  laboratories  are  hesitant  to  agree  readily  to 
additional  cuts  in  Medicare  rates.   However,  ACLA  could  accept 
some  cuts,  if  Congress  also  enacted  other  changes  in  the 
market.   Enactment  of  a  direct  billing  law  would  permit 
laboratories  to  accept  such  reductions,  because  it  would  result 
in  a  more  equitable  payment  structure  and,  in  addition,  would 
ultimately  save  money  for  the  entire  health  care  system. 

To  understand  the  importance  of  direct  billing,  it  is 
important  to  understand  how  the  laboratory  market  works.   Under 
the  present  system,  physicians  can  request  that  laboratories  bill 
them  for  testing  that  they  order  for  their  non-Medicare 
patients.   Because  laboratories  cannot  order  testing  themselves, 
the  physician  can  also  request — and  receive — discounts  from  the 
laboratory  providing  this  testing.   The  physician  can  then 
mark-up  these  tests  when  third  parties  and  patients  are  billed. 
This  system  gives  the  doctor  a  financial  interest  in  the  testing 
that  is  ordered,  comparable  to  that  which  exists  in  the  case  of 
self-referral.   As  a  result,  the  current  system  creates 
incentives  that  can  lead  to  increased  use  of  laboratory 
testing.   Because  of  the  obvious  concerns  arising  from  this 
arrangement.  Medicare  requires  the  laboratory  performing  the 
testing  to  bill  the  Program  directly.   Most  states,  however, 
permit  the  laboratory  to  bill  the  physician  for  non-Medicare 
testing. 

The  current  system  results  in  cost-shifting  because  it 
forces  laboratories  to  increase  prices  to  other  payors — to 
Medicare,  to  the  extent  possible,  to  third-party  payors  and  to 
patients.   Medicare  has  protected  itself  from  such  shifting  to 
some  extent  through  the  enactment  of  the  fee  schedules  and 
national  limitation  2unounts.   However,  patients  and  private 
payors  still  end  up  paying  increased  prices,  either  because 
they  bear  the  mark-up  tacked  on  by  the  test-orderer  or  because 
laboratories  are  forced  to  offset  physician  discounts  and 
reductions  in  Medicare  reimbursement  when  they  bill  patients  and 
third-party  payors. 

Reform  of  this  system  would  allow  laboratories  to  absorb 
the  lower  Medicare  reimbursement  proposed  by  the  Administration 
because  it  would  eliminate  the  inequities  noted  above.   Under 
such  a  system,  the  laboratory  that  performed  the  testing  would 
usually  be  required  to  bill  for  the  testing.   Enactment  of  such 
a  provision  would  eliminate  the  incentives  that  currently  lead  to 
increased  testing.   Furthermore,  because  laboratories  would  no 
longer  have  to  offset  the  discounts  given  to  test-orderers, 
laboratories  could  afford  to  accept  lower  reimbursement  from 
Medicare,  private  payors  and  patients. 

In  addition,  the  enactment  of  direct  billing  would  result  in 
a  substantial  savings  to  the  health  care  system.   An  independent 
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study  sponsored  by  ACLA  demonstrates  that  such  savings  could  be 
between  $2.4  and  $3.2  billion  a  year.  The  Center  £or  Health 
Policy  Studies  ("CHPS")  compared  the  experience  of  Medicare  and 
Blue  Cross/Blue  Shield  In  direct  billing  and  In  non-direct 
billing  states.  The  CHPS  Report,  a  copy  of  which  is  attached  as 
Appendix  3,  found  that  laboratory  prices  and  utilization  were 
draaatically  higher  in  non-direct  billing  states  than  in  direct 
billing  states.  Among  the  findings  of  the  study  were  the 
following: 

•  Charges  for  laboratory  services  were  8.4  to 
9.6  percent  higher  in  non-direct  billing 
states  than  in  direct  billing  states. 

•  Laboratory  utilization  per  enrollee  was  higher 
in  non-direct  billing  states  than  in  direct 
billing  states.   For  tests  reimbursed  by 
Medicare,  utilization  was  6.5  percent  higher 
and  for  tests  reimbursed  by  private  payors — 
where  incentives  for  overutilization  are 
greatest — it  was  28.3  percent  higher. 

•  Laboratory  charges  per  enrollee  under  private 
health  insurance  programs,  a  measurement  that 
takes  into  account  both  utilization  and  price 
differences,  were  40.6  percent  higher  in  non- 
direct  billing  states. 

The  report  concludes  that  if  a  national  direct  billing  law 
were  enacted,  savings  of  between  $2.4  and  $3.2  billion  per  year 
could  be  achieved  in  health  care  expenditures,  as  a  result  of 
reduced  utilization  and  lower  prices. 

Further,  as  detailed  in  the  attached  health  reform  proposal, 
if  direct  billing  were  enacted,  ACLA  would  also  be  willing  to 
accept  a  cap  on  non-Medicare  reimbursement.   Enactment  of  such 
a  cap  would  have  the  effect  of  substantially  lowering  laboratory 
reimbursement  in  the  private  sector. 

In  short,  enactment  of  direct  billing  would  mean  that 
Medicare,  private  payors  and  patients  would  all  end  up  paying 
fairer  prices.  Laboratories  could  also  afford  to  accept  lower 
reimbursement  from  these  payors.   Finally,  the  health  care  system 
Itself  would  save  at  least  $12  billion  to  $16  billion  over  the 
next  five  years  because  of  reduced  laboratory  utilization  and 
lower  prices.   This  savings  figure  does  not  take  into  account 
additional  reductions  in  Medicare  or  the  cap  on  private 
reimbursement  envisioned  by  our  proposals. 

3.   Response  to  the  Administration's  Proposal 

With  this  background  in  mind,  we  now  turn  to  a  discussion  of 
the  Administration's  proposal.  The  Administration  has  suggested 
reducing  Medicare  reimbursement  for  laboratories  from  88  percent 
to  76  percent  of  the  fee  schedule  medians,  a  figure  that  is 
derived  from  an  industry  report  done  by  the  GAO.  ACLA  believes 
that  there  are  flaws  in  that  report,  and  that  it  is  inappropriate 
to  base  a  major  change  in  policy  on  its  conclusions  alone.  Based 
on  our  review,  it  appears  that  the  GAO  may  have  substantially 
overstated  the  differences  between  what  laboratories  earn  on 
Medicare  and  non-Medicare  testing. 

Nonetheless,  as  noted  above,  if  direct  billing  were  enacted, 
laboratories  would  be  able  to  accept  some  additional  cuts  in 
reimbursement  from  Medicare.  ACLA  wishes  to  emphasize,  however, 
that  it  is  the  efficiencies  resulting  from  the  enactment  of 
direct  billing  that  would  permit  laboratories  to  absorb  such 
reductions.  Without  direct  billing,  these  cuts  will  simply 
exacerbate  the  inequities  of  the  current  system  and  many 
laboratories,  especially  smaller  laboratories  and  those  serving 
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rural  and  underserved  areas,  will  be  unable  to  survive. 

ACLA  also  could  accept  a  cap  on  the  update  in  the  fee 
schedules  in  connection  with  direct  billing,  although  we  believe 
some  adjustment  should  continue  to  be  made  to  reflect  rising 
costs  faced  by  the  industry.   A  failure  to  have  some  update 
would  actually  constitute  an  additional  cut  in  laboratory 
reimbursement. 

ACLA  aust  object,  however,  to  the  Administration's  proposed 
plan  that  would  permit  the  Secretary  to  set  rates  based  on 
changes  in  technology  and  market  conditions.   In  the  past,  HHS 
and  the  Administration  have  submitted  proposed  changes  in 
reimbursement  to  Congress,  which  then  has  decided  whether  or  not 
to  enact  them.   The  Administration's  proposal  would  not  permit 
the  Congress  any  involvement  in  the  procedure  by  which  payment 
levels  for  laboratory  services  are  set,  a  dangerous  precedent  in 
the  view  of  ACLA.   If  the  Department  determines  that  further 
changes  in  payment  levels  are  necessary,  it  should  propose  such 
changes  to  Congress,  just  as  the  agency  has  always  done  in  the 
past,  and  then  permit  Congress  to  determine  whether,  and  how,  to 
implement  those  changes. 

ACLA  has  a  number  of  other  recommendations  for  health  care 
reform  in  the  laboratory  industry.   These  include  caps  on 
reimbursement  from  private  payors,  limitations  on  the  use  of 
profiles,  and  the  enactment  of  administrative  simplification. 
These  changes  are  discussed  in  ACLA's  statement  on  health  care 
reform,  which  is  attached  to  this  testimony. 

ACLA  appreciates  the  opportunity  to  appear  before  the 
Committee  today  and  looks  forward  to  working  with  the  Congress 
and  the  Administration  in  creating  a  fairer  market  for  clinical 
laboratory  services. 
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Appendix  1 

AMERICAN 

CLINIOIL 

lAQOQAlOW 

1919  Pennsylvania  Av«.,  Sun*  800,  Waahington,  D.C.  20006/(202)  887-1400 


THE  AMERICAN  CUNICAL  LABORATORY  ASSOCIATION 
SUPPORTS  HEALTH  CARE  REFORM 


The  American  Oinical  Laboralofy  Association  C'ACLA'O  is  an  organization  of  fedenlly-regalaled,  independent  clinical 
laboratories,  which  rcptesents  national,  regional  and  local  laboralories  located  tfarougbout  the  United  States.  Over60pensotof 
the  seivkxs  furnished  by  indepeodem  clinical  laboraiofies  are  supplied  by  ACIA  memben.  These  laboratory  services  pUy  a  vi^ 
role  in  the  health  care  delivery  system  and  offer  a  cost-effective  method  of  diagtKwng  and  monitaring  a  variety  of  illnesses  and 
conditions. 

ACLA  recognizes  that  fundamental  reform  of  the  health  care  system  is  urgently  needed  and,  therefore,  is  proposing  a  four- 
part  plan  10  confhKit  the  problem  of  rising  costs  and  increasing  utilization  of  laboratory  testing.  The  centerpiece  of  this  plan  is 
the  enactment  of  a  federal  law  requiring  direct  billing  of  laboratory  services;  i.£„  a  lequiremeot  that  the  laboratory  bill  the  third- 
party  payor  or  patient  who  is  responsible  for  payment,  rather  than  the  physician  requesting  the  tests.  For  the  reasons  discussed 
below,  ACLA  believes  enactment  of  this  simple  provision  would  lower  uiilizalion.  eliminate  cost-shifting,  and  reduce  laboratory 
costs  to  patients  and  third-party  payers.  If  ACLA 's  plan  is  enacted.  ACLA  estimaus  that  it  would  result  ii>  a  savings  to  the  health 
care  system  of  more  than  16  billion  dollars  over  the  next  five  years. 


THE  CURRENT  SYSTEM  DISTORTS  THE  MARKET 

Under  the  present  system,  physicians  can  request  that  laboratories  bill  them  for  testing  that  they  onto'  for  their  nca-Medicare 
patients.  Because  laboratories  cannot  order  testing  themselves,  the  physician  is  in  the  position  where  he  cr  she  can  also  request 
—  and  receive  —  discounts  from  the  laboratory  providing  this  testing.  The  physician  can  then  mark-up  these  tests  when  third 
parties  and  patients  are  billed.  This  system  gives  the  doctor  a  fmancial  interest  in  the  testing  that  is  ordered,  and  creates  incentives 
thatcan  lead  to  increased  testing.  Because  of  the  obvious  concerns  arising  from  this  arrangement.  Medicare  requires  the  laboratory 
performing  the  testing  to  bill  the  program  directly. 

The  current  system  also  results  in  cost-shifting  because  it  forces  laboratories  to  increase  prices  to  other  payors:  to  Medicare, 
to  the  extent  possible,  to  third-party  payors  and  patients.  Medicare  has  protected  itself,  to  some  extent,  through  the  enactment  of 
fee  schedules  and  national  limitation  amounts.  However,  patients  and  third-party  payors  also  end  up  paying  increased  prices, 
either  because  they  bear  the  mark-up  tacked  on  by  the  test-orderer,  or  because  laboratories,  when  they  bill  padents  and  third-party 
payors,  must  offset  physician  discounts  and  reductions  in  Medicare  reimbursement 


PART  ONE:  ENACT  FEDERAL  DIRECT  BILUNG  LEGISLATION 

Enactment  of  a  federal  direct  billing  law  is  the  single  most  important  part  of  reforming  the  present  system.  It  is  die  one 
provision  that  allows  achievement  of  all  other  goals.  It  is  a  simple  provision  mandating  that  laboratories  performing  the  testing 
only  bill  the  person  or  insurer  responsible  for  payment.  Such  a  provision  is  already  iiKluded  in  S337,  a  bill  introduced  this  year 
by  Senators  Jeff  Bingaman  and  Howard  Metzenbaiim.  It  could  also  easily  be  included  in  a  prohibition  on  self-referral,  to  which 
this  issue  is  closely  related.  Independent  studies  sponsored  by  ACLA  demonstrate  that  enactment  of  a  direct  billing  provision 
standing  alone  would  reduce  health  care  costs  between  $2.4  and  $3.2  billion  a  year,  as  a  result  of  lower  prices  and  decreased 
utilization.  This  is  a  savings  of  at  least  $12  billion  over  the  next  five  years. 
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PART  TWO  ENACT  SiCNIFICANT  COST-CONTAINMENT  MEASURES 

If  1  dinct  bUling  Uw  u  enacted.  lat)oniahes  wouki  be  able  u>  loxpl  cuis  in  reimbunes^ 
and  lU  p^ron  will  end  up  paying  {iDtT  pricci.  If  direa  billing  U  enacted,  labonlohet  could  accept  lower  icimbuneinem  from 
Medicare.  Piesiden(  CUnion  has  propoied  lowering  the  natiooal  limitation  amounts,  which  act  to  cap  Medicare  reinibuneroeni 
for  laboratories,  from  iheir  current  levels  c^  iS  percent  to  76  percent  of  the  fee  schedule  mediais.  ACLA  could  accept  this  cut 
if  it  is  accompanied  by  direct  billing.  This  redtaction  is  estimated  to  save  approximately  $4.4  billion  over  five  years.  Wheotheae 
avings  «e  added  to  the  savings  lesUting  firom  diitct  billing,  the  total  package  would  lechKe  healdi  care  coas  by  m  leaa  $16.4 
billioa  over  the  next  five  yean,  and  probably  more. 

Direct  billing  would  also  inake  it  poasible  for  ACLA  meiiibeix  10  absorb  lower  price*  {ram  private  payors,  as  wen.  Along 
with  direct  baling,  ACl^  propoief  a  cap  Off  laboratory  payiiieias,  Bl  M  the  actiial  iiiediaa  of  the  cisrent  Medicare  Uboralory  fee 
schedules,  as  defined  in  Section  1833<h)  of  the  Social  Security  Act  Enactment  of  such  a  provision  would  have  the  effect  of 
substantially  teweiing  laboratory  reimbursement  in  the  private  sector.  While  it  is  im possible  to  calculate  precisely  how  much  nch 
a  provision  would  save,  a.<  competition  coukl  ultimately  drive  prices  below  this  cap,  ACLA  believes  the  savings  would  be 
substantial,  and  would  be  in  addition  to  the  savings  already  discussed.  Funher,  the  combiaatianofdiiect  billing  and  fee  caps  will 
transfer  the  benefits  of  price  and  service  ooinpetition  ftoin  the  physician  to  the  ultiiiiaie  payor,  either  the  pabetu  or  the  thirtl-pKty 
payor. 

ACIA  wishes  to  emphasize,  however,  that  it  is  the  enactment  of  direct  billing  diat  iUowt  laboralories  ID  propoie  theae  oiMt 
cantainmeol  uteasures.  Because  of  the  additional  costs  that  are  being  imposed  on  laborMories  due  to  new  regulatory  and  qiaUty 
control  requirements,  these  additional  payment  reductions,  in  the  absence  of  direct  billing,  will  likely  be  offset  by  decreases  in 
services  and  the  closing  of  some  facilities,  resulting  in  rediKtd  access  to  care. 


PART  THREE:  ENCOURAGE  MORE  APPROPRIATE  USE  OF  PROFILES 

One  factor  diat  may  have  led  10  the  increased  utilization  of  testing  aervices  is  the  use  of  "lest  profilea.'  Profiles  ve  a  groop 
of  related  tests  that  are  packaged  together.  For  example,  a  physician  ordering  tests  for  a  patietu  with  liver  disease  titay  order  a 
"hepMic  profile,' a  group  of  related  tests  used  for  patients  known  or  suspected  to  have  this  conditian.  While  profiles  are  a  necessary 
and  valuable  tool,  it  has  also  been  suggested  that  they  may  lead  to  increased  testing.  Forexample,  In  some  instances,  physicians 
nuy  order  the  pronie  without  understanding  which  tests  are  included  in  the  package.  ACLA  believes  a  process  sbould  be 
esmbliihed  to  develop  standardized  profiles  and  their  components,  and  to  modify  them,  as  nfTMsary.  in  the  ftitere.  ACLA  would 
be  pleased  to  wort  with  the  Department  of  Health  and  Human  Services  and  the  various  medical  societies  in  developing  a  limited 
list  of  accqxed  profiles.  ACLA  also  believes  that  laborati»iei  should  disclose  to  physicians  the  componeniiegtsinchidedia  each 
profile  and  their  prices  to  third-paties. 


PART  FOUR:  PROMOTE  ADMINISTRATIVE  EFFIOENCY 

First,  a  system  of  administrative  simpUficatioo  should  be  enacted  so  that  it  is  clear  10  all  health  care  providers  what  medical 
and  insumce  information  must  be  obtained  from  a  patienL  This  is  especially  importau  for  btboralorie*,  which  do  not  gsnally 
have  direct  contact  with  the  patient  and  must  rely  on  the  physician  to  obtain  this  infonnatioa.  Second,  the  nomber  of  Medicve 
carrien  processing  laboniory  claims  should  be  reduced,  prefenbly  to  a  single,  centralized  earner.  Today,  taboialDriet  deal  wkfa 
over  SO  different  Medicare  caniers,  an  of  which  have  their  own  procedures  and  policiet.  Because  laborataries  often  have  tettiBf 
£Kilities  in  many  different  states,  several  catrien  usually  have  joristfiction  over  each  laboratory  and  sometime*  even  over  a  single 
claim.  This  system  results  in  iwnfmiMy  rtiiplirationofefforfdawasieof  timeandnioney. 
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EXECUTIVE  SUMMARY 

The  Center  for  Health  Policy  Studies  (CHPS)  has  been  asked  to  study  the  impact 
of  the  enactment  of  a  national  direct  billing  law  for  laboratory  testing;  i.e..  a  law  requiring 
the  laboratory  that  performs  the  testing  also  to  bill  for  that  testing.  Such  a  requirement 
would  eliminate  the  current  practice  which  permits  physicians  to  mark-up  testing,  other  than 
Medicare  testing,  that  they  do  not  perform. 

CHPS  has  determined  that  laboratory  charges  and  utilization  are  higher  in  states 
that  do  not  require  direct  billing.  It  aiq)ears  likely  that  enactment  of  a  national  direct  billing 
law  could  substantially  reduce  health  care  expenditures,  by  between  $2.4  and  S3. 2  billion  per 
year,  due  to  the  lower  laboratory  prices  and  reduced  utilization  of  laboratory  testing  that 
would  result  from  such  a  provision. 

Under  tfie  current  system,  laboratories  often  contract  with  physicians  to  provide 
laboratory  testing  services.   In  most  states,  physicians  can  then  marie  up  this  testing  when 
they  bill  third  party  payors  and  patients.  This  ability  to  mark  up  prices  creates  strong 
financial  incentives  for  physicians  to  order  additional  testing,  thereby  increasing  laboratory 
costs.  The  purpose  of  this  study  is  to  d^ermine  how  a  direct  billing  requirement  aflects 
laboratory  prices  and  utilization. 

CHPS  has  performed  an  analysis  of  Medicare  and  Blue  Cross  and  Blue  Shield 
claims  experience,  including  laboratory  prices  (charges  per  test),  utilization  and  total  charges 
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per  enrollee.   CHPS  determined  that  each  of  these  measures  is  higher  in  states  that  did  not 
require  direct  billing.  The  primary  findings  of  the  study  are: 

•  Laboratory  charges  per  test  are  higher  in  non-direct  billing  states  than 
in  direct  billing  stales  -  8.4  to  9.6  percent  higher. 

•  Laboratory  utilization  per  enrollee  is  higher  in  non-direct  billing  states 
than  in  direct  billing  states.   For  tests  reimbursed  by  Medicare, 
utilization  is  6.S  percent  higher.   For  tests  reimbursed  by  private 
payors  it  is  28.3  percent  higher. 

•  Laboratory  charges  per  enrollee  under  private  health  insurance 
programs,  which  reflect  both  utilization  and  price  differences,  are  40.6 
percent  higher  in  non-direct  billing  states. 

Therefore,  it  appears  likely  that  if  a  national  direct  billing  law  were  enacted, 
substantial  savings  could  be  achieved  in  health  care  expenditures,  as  a  result  of  reduced 
utilization  and  lower  prices.   As  noted  above,  CHPS  estimates  that  these  savings  would  be 
between  2.4  and  3.2  billion  dollars  a  year. 
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IMPACT  OF  DIRECT  BILLING  REQUIREMENTS  FOR  LABORATORY  TESTS 
ON  LABORATORY  CHARGES.  UTILIZATION  AND  COSTS 


INTRODUCTION 

The  purpose  of  this  study  conducted  by  the  Center  for  Health  Policy  Studies 
(CHPS)  is  to  investigate  the  impact  of  provider  direct  billing  requirements  for  laboratory 
tests  on  charge  levels,  utilization  and  total  costs  for  laboratory  tests.   If  a  cost  impact  is 
determined  to  exist,  an  additional  study  objective  is  to  estimate  potential  cost  savings  if  direct 
billing  requirements  were  to  be  required  for  all  payers  in  all  states. 

Since  July,  1984,  Medicare  has  not  allowed  physicians  to  bill  Medicare  for 
laboratory  tests  that  were  performed  by  other  providers,  e.g.  physician  billing  for  a  test  when 
the  test  was  actually  performed  by  an  indq>endent  laboratory.  In  most  states,  there  are  no 
dinct  billing  requirements  for  services  paid  for  directly  by  the  patient  or  through  private 
health  insunutoe.   It  is  common  practice  in  these  states  for  laboratories  to  contract  with 
physicians  to  provide  laboratory  testing  services  under  monthly  billing  account  arrangements. 
There  is  active  price  competition  for  physician  accounts  and  prices  offered  are  usually 
substantially  bdow  'retail  laboratory  prices*  —  prices  charged  by  physicians  and  laboratories 
to  patients  and  private  health  insurers.   Physicians  typically  bill  and  receive  fees  for 
laboratory  tests  which  are  well  in  excess  of  the  prices  they  pay  independent  laboratories  for 
the  tests.'  This  ability  to  mark  up  prices  for  laboratory  tests  can  create  strong  financial 
moentives  for  physicians  to  order  uimecessary  tests.  Thus,  the  absence  of  direct  billing 
nquirements  can  result  in  an  increased  number  of  tests  and  in  higher  prices  being  paid  for 
Aese  tests,  by  patients  and  by  private  health  insurers. 
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In  several  states,  physicians  are  prohibited  from  billing  for  tests  that  are  performed 
by  other  providers.   In  these  states,  when  tests  are  ordered  from  independent  laboratories, 
physicians  do  not  have  financial  incentives  to  order  increased  testing.   As  a  result,  laboratory 
service  utilization  rates  can  be  expected  to  be  lower  in  stales  with  direct  billing  requirements 
than  in  states  without  such  requirements.    Moreover,  laboratory  test  prices  may  be  lower  in 
these  states  than  in  states  without  direct  billing  requirements  because  there  may  be  more 
price  competition  focused  on  the  patient  in  direct  billing  states  than  in  non-direct  billing 
states.   In  non-direct  billing  states,  much  of  the  competition  among  laboratories  is  focused  on 
obtaining  physician  business. 

There  is  an  extensive  body  of  research  to  support  the  conclusions  that  physicians: 
1)  are  aware  of  financial  incentives  affecting  their  practices,  and  2)  re^tond  to  financial 
incentives  in  their  practice  and  billing  behavior.  These  studies,  which  have  examined 
utilization  and  cost  experience  for  laboratory,  radiology  and  other  diagnostic  services,  have 
produced  findings  of  additional  medical  care  costs  firom  40  percent  to  over  500  percent 
attributable  to  financial  incentives  to  perform  or  order  more  tests.'  Within  the  past  year, 
several  studies  have  been  published  which  focus  on  the  cost  impact  of  physician  self-referral 
practices.'  While  these  and  earlier  studies  did  not  focus  explicitly  on  the  cost  impact  of 
physician  mark-up  of  laboratory  tests,  their  findings  suggest  that  the  strong  financial 
incentives  related  to  the  opportunity  of  physicians  to  mark-up  prices  of  tests  performed  by 
others  can  be  expected  to  result  in  increased  utilization,  higher  charge  levels  and  higher 
claims  cost. 
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Study  Research  Issues 

The  following  specific  research  issues  are  addressed  in  this  study: 

1.  Are  laboratory  test  prices  (charges  per  test)  higher  in  states  with  no  direct- 
billing  requirements  (non-direct  billing)  than  in  direct  billing  requirement 
(direct  billing)  states? 

2.  Do  laboratory  test  prices  increase  more  rapidly  in  non-direct  billing  states 
than  in  direct  billing  states? 

3.  Are  laboratory  utilization  rates  higher  in  non-direct  billing  states  than  in 
direct  billing  states? 

4.  Are  laboratory  claims  costs  higher  in  non-direct  billing  states  than  in  direct 
billing  states? 

5.  What  is  the  estimated  national  cost  impact  and  potential  cost  savings  (if 
any)  of  a  change  to  direct  billing  requirements  for  laboratory  tests  for 
private  pay  patients  in  all  states? 

OVERVIEW  OF  STUDY  METHODOLOGY  AND  DATA  SOURCES 

The  methodological  approach  used  includes  a  comparison  of  health  insurance 
claims  expciiaux  in  non-direct  billing  and  direct  billing  states.  Ideally,  only  private  payer 
experience  would  be  analyzed,  as  the  research  issues  relate  explicitly  to  laboratory  services 
provided  under  self  pay  and  private  insurance  programs.   However,  only  limited  private 
claims  expoience  is  available  for  both  non-direct  billing  and  direct  billing  states  which  can 
be  used  to  address  the  leseaich  issues  identified  above.   Two  data  sets  are  used  in  this  study. 


•  Medicare  Part  B  Medicare  (BMAD)  claims  data 

•  Blue  Cross  and  Blue  Shield  private  program  claims  data. 

The  two  data  sets  and  methodology  used  with  each  are  described  briefly  bdow. 
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Medicare  Data 

The  BMAD  data  used  reflect  claims  experience  by  Medicare  carrier  area  for  a 
sample  of  laboratory  lest  procedures  for  1988  and  1990.  Not  included  in  the  data  set  are 
hospital  inpatient  and  hospital  outpatient  claims,  which  are  processed  under  the  Medicare 
Part  A  program. 

The  BMAD  data  set  has  the  advantages  of  reflecting  national  experience  for  a 
standard  benefit  program  with  demographically  similar  enrollees  in  all  Medicare  carrier 
kxalities.   Moreovei',  unlike  most  other  health  insurance  data  sets,  reliable  data  are  available 
on  enrollment  which  allows  analysis  of  utilization  and  claims  cost  on  a  per  enrollee  basis. 

The  BMAD  data  does  have  one  significant  disadvantage  from  the  perspective  of  the 
reseaicii  issues  being  addressed  in  this  study.  Because  providers  are  not  permitted  to  bill 
under  Medicare  for  tests  they  did  not  directly  perform,  r^ardless  of  the  existence  or  absence 
of  state  direct  billing  requirements  for  laboratory  tests,  one  may  not  observe  higher  Medicare 
utilization  experience  in  non-direct  billing  than  in  direct  billing  states,  even  if  utilization  rates 
are  higher  for  the  non-Medicare  population  in  non-direct  billing  states.  This  deficiency  does 
not  affect  the  analysis  of  laboratory  prices,  as  submitted  charges  for  qjecific  tests  would  be 
cjqKcted  to  be  the  same  for  self-pay  and  privately  insured  persons  as  for  those  covered  under 
Medicue. 

Described  below  are  the  primary  components  of  the  study  methodology  used  in  the 
analysis  of  Medicare  claims  experience. 
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Select  sample  of  laboratory  procedures  for  analysis.    A  sample  of  laboratory  procedures  was 
selected  ^m  a  larger  list  of  frequently  perfonned  tests  under  Medicare.   The  sampled 
procedures,  shown  in  Exhibit  1 ,  include  both  those  commonly  performed  in  physicians' 
onices  as  well  as  those  commonly  performed  by  independent  laboratories. 

Obtain  Medicare  claims  data.    BMAD  claims  data  for  1988  and  1990  were  obtained  from 
HCFA  for  the  laboratory  procedure  codes  in  the  study  sample  for  each  of  the  56  Medicare 
carrier  areas.   The  BMAD  data  includes  number  of  services,  submitted  charges  and  allowed 
charges,  by  provider  type.   Medicare  Part  B  enrollment  by  carrier  area  was  also  obtained 
from  HCFA. 

Identify  states  in  two  direct  billing  requirement  categories:  direct  billing  requirement  states. 
and  no  direct  billing  requirement  states.  There  are  two  states.  New  York  and  Rhode  bland, 
which  prohibit  providers  from  billing  for  tests  they  did  not  directly  perform.   New  York  and 
Rhode  Island  are  designated  as  direct  billing  states.   In  three  other  states,  Connecticut, 
Michigan  and  Pennsylvania,  a  Blue  Shield  plan  with  SO  percent  or  more  of  the  private  health 
insurance  market  does  not  pay  for  laboratory  tests  which  are  billed  by  a  provider  that  does 
not  directly  perform  the  test   Because  of  their  large  market  shares,  the  provider  payment 
practices  used  by  these  Blue  Shield  plans  can  be  expected  to  exert  substantial  influence  on 
provider  practice  and  billing  behavior.   Connecticut,  Michigan  and  Pennsylvania  have  been 
designated  as  direa  billing  states  in  the  analysis.   All  other  states,  in  which  physicians  are 
not  Tcstiicted  from  billing  for  tests  they  did  not  perform  directly,  are  designated  as  non-direct 
billing  states. 


CENTER  FOB  HEALTH  POUCY  STUDIES  — ' 


359 


EXHIBIT  1 


STUDY  SAMPLE  OF  LABORATORY  PROCEDURES* 


80012  -  Automated  nuUlchannel  test,  12  chemistry  tests 

81000  -  Urinalysis 

82150  -  Amylase,  serum 

82270  -  Blood;  occult,  feces,  screening 

82550  -  Creatine  phosphoklnase  (CPK) 

82565  -  Creatinine;  blood 

82643  -  Digoxin,  RIA 

82746  -  RIA 

82947  -  Glucose 

84478  -  Triglycerides 

85031  -  Blood  count,  complete  CBC 

85650  -  Sedimentation  rate  (ESR) 

87205  -  Smear.  Kith  interpretation 

88150  -  Cytopathology  (PAP  Smt^r) 


*80019  -  Autoaated  aultichannel  test,  19  or  more  chemistry  tests,  was  also 
Included  In  the  procedure  sample.  However,  claims  data  for  this  code  were 
Inadvertently  not  Included  in  the  HCFA  data  set  provided  to  CHPS. 
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Analyze  Medicare  charge  and  claims  experience.   Medicare  charge  and  claims  data  are 
combined  within  each  of  the  two  billing  restriction  categories  of  states.  This  is  done  for  each 
of  the  14  laboratory  procedure  codes  in  the  study  sample  and  for  (he  total  of  all  procedure 
codes  combined.  Comparisons  are  then  made  between  the  two  cat^ories  of  states,  of 
charges  per  test,  number  of  tests  per  1,000  enrollees,  number  of  tests  per  1,000  office  visits 
and  total  charges  per  1,000  enrollees. 

Blue  Cross  and  Blue  Shield  Data 

The  second  data  source  used  is  Blue  Cross  and  Blue  Shield  claims  data  which 
CHPS  has  access  to  as  a  result  of  an  ongoing  Multiplan  Study  of  physician  costs.   Eleven 
Blue  Cross  and  Blue  Shield  plans  contracted  with  CHPS  in  1991  to  conduct  a  comparative 
analysis  of  their  charge,  claims  cost  and  utilization  experience.  Claims  data  were  collected 
and  analyzed  for  a  sample  of  approximately  130  frequently  used  procedure  codes.   Among 
the  Blue  Cross  and  Blue  Shield  (BCBS)  plans  which  participated  in  the  study  are  Blue  Cross 
and  Blue  Shield  of  Rhode  Island  and  Pennsylvania  Blue  Shield.  As  noted  above,  Rhode 
Island  is  a  direct  billing  state  and  Pennsylvania  Blue  Shield  does  not  pay  a  physician  for  a 
laboratory  test  unless  the  physician  has  actually  performed  the  test.   Rhode  Island  and 
Pennsylvania  arc  designated  as  direct  billing  states  in  the  analysis.  The  remaining  BCBS 
plans  are  located  in  non-direct  billing  states  and  allow  payment  to  physicians  for  laboratory 
tests  if  the  tests  are  performed  by  indq)endent  laboratories.   The  complete  list  of  study  plans 
is  provided  below: 
Direct  billing  Environments 

•  Blue  Cross  and  Blue  Shield  of  Rhode  Island 

•  Blue  Shield  of  Pennsylvania 
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Non-direct  billing  EnvironmenU 

•  Blue  Shield  of  California 

•  Blue  Cross  and  Blue  Shield  of  Indiana 

•  Blue  Cross  and  Blue  Shield  of  Iowa 

•  Blue  Cross  and  Blue  Shield  of  Kansas 

•  Blue  Cross  and  Blue  Shield  of  Kansas  City 

•  Blue  Cross  and  Blue  Shield  of  Massachusetts 

•  Blue  Cross  and  Blue  Shield  of  New  Hampshire 

•  Blue  Cross  and  Blue  Shield  of  Oklahoma 

•  Blue  Cross  and  Blue  Shield  of  Texas 

Included  among  the  study  sample  procedures  are  seven  frequently  performed 
laboratory  procedures.  The  seven  laboratory  procedures  are: 

•  80019  -  Automated  chemistry  tests,  19  or  more  tests 

•  81000  -  Urinalysis 

•  82947  -  Glucose 

•  8S031  -  Blood  count  (complete  CBQ 

•  87060  -  throat  or  nose  culture 

•  881S0  -  Cyt<^thology  (PAP  smear) 

•  88304  -  Surgical  pathology,  level  in 

Tlie  BCBS  claims  data  for  the  eleven  study  plaiu  enables  us  to  compare  submitted 
diarges  per  test,  number  of  tests  per  eniollee  (covered  person)  and  submitted  charges  per 

CENTER  FOB  HEALTH  POUCV  STUOtES  - 


8 


362 


enrollee  in  1990  between  BCBS  plans  in  direct  billing  environments  and  BCBS  plans  in  non- 
diiect  billing  environments. 

The  Medicare  data  is  used  primarily  as  a  source  of  information  on  relative  charge 
patterns  between  non-direct  billing  and  direct  billing  states.   While  information  is  contained 
in  the  BMAD  data  set  on  utilization  and  total  charges  per  Medicare  enrollee,  a  direct  billing 
requirement  exists  under  Medicare  in  all  fifty  states.   Differences  which  may  be  found  in 
utilization  and  total  charges  between  non-direct  billing  and  direct  billing  states  may  reflect  a 
spillover  effect  of  financial  incentives  which  exist  for  private  pay  patients,  i.e.,  the  financial 
incentive  that  exists  for  non-Medicare  patients  'spills-over'  and  affects  physician  behavior 
for  Medicare  patients.  The  Blue  Cross  and  Blue  Shield  claims  experience  is  used  as  the 
primary  source  of  information  on  relative  utilization  and  total  cost  experience  between  non- 
direct  billing  and  direct  billing  states. 

STUDY  FINDINGS 

The  results  of  the  comparative  analysis  of  Medicare  claims  experience  are 
summarized  in  Exhibit  2.  Laboratory  prices  (laboratory  charges  per  test)  are  8.9  percent 
greater  in  non-direct  billing  states  than  in  direct  billing  states.   Between  1988  and  1990, 
charges  per  test  increased  more  rapidly  in  non-direct  billing  than  in  direct  billing  states,  11.9 
percent  compared  to  8.4  percent  These  total  charge  per  test  comparisons  include  the  effects 
of  relatively  small  differences  in  distribution  of  tests  between  direct  billing  and  non-direct 
billing  states,  i.e.,  there  is  a  slightly  more  intensive  mix  of  laboratory  tests  in  direct  billing 
than  in  non-direct  billing  states.   For  the  same  distribution  of  tests,  total  charges  per  lest  are 
8.4  percent  greater  in  non-direct  billing  states  than  in  direct  billing  states. 
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EXHIBIT  2 


COMPARISON  OF  MEDICARE  LABORATORY  CHARGE. 

UTILIZATION  AND  COST  EXPERIENCE,  DIRECT  BILLING  (DB)  STATES 

AND  NON  DIRECT  BILLING  (NOB)  STATES 


Lab  tMtc  p*r  •nrodec,   1990 
PMxant  Chans*,   1988-90 

Lab  ta*t*  per  1000 
Office  vlafts,   1990 
Mrcant  Change,   198S-90 

Lab  chart**  per  enrol  l*«,   1990 
fercent  Change,   1988-90 


Of  state* 

tut.  «l.  "I.  «>«. 

_m 

lei  state* 
(All  Other  State*) 

(NOI-DS)/DI 

t  11.96 
8.  MX 

t  13.03 
11.921 

8.9  X 

t  12.02 

t  13.03 

8.4 

1.23 
«.ZBX 

»     1.31 
5.03X 

6.S 

277 
-U.42X 

322 
-3.97X 

16.2 

t  U.72 
1S.2» 

t  17.02 
17.55X 

IS  .6 

*lfiel<irics  cffacts  of  difference*  in  tc*t  di*tributian*  between  ■>«  and  D«  atate*. 
— »ili—l  Ma*  distribution  of  t**t*  in  08  a*  in  MX  *tat**. 
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Also  shown  in  Exhibit  2  are  differences  between  non-direct  billing  and  direct 
billing  states  in  utilization  of  laboratoiy  tests  per  Medicare  enrollee  and  per  1,000  medical 
office  visits.   Number  of  laboratory  tests  per  enrollee  and  per  1,000  ofHce  visits  are, 
reflectively,  6.S  percent  and  16.2  percent  greater  in  non-direct  billing  states  than  in  direct 
billing  states.   The  higher  differential  between  non-direct  billing  and  direct  billing  states  in 
laboiatory  tests  per  1,000  medical  office  visits  than  in  tests  per  enrollee  implies  a  greater 
number  of  medical  office  visits  per  enrollee  in  direct  billing  than  in  non-direct  billing  states. 
The  higher  rate  of  visits  in  direct  billing  states  is  likely  related  to  greater  relative  physician 
supply  in  these  states.   The  number  of  non-Federal  physicians  per  100,000  civilian 
population  in  1990  is  284.7  in  the  combined  group  of  direct  billing  states.'  This  figure  is 
2S.4  percent  greater  than  the  number  in  non-direct  billing  states  (227.1).    The  finding  of 
16.2  percent  more  laboratory  tests  per  1,000  visits  in  non-direct  billing  states  than  in  direct 
billing  states  clearly  demonstrate  that  the  higher  volume  of  laboratory  tests  per  enrollee  in 
noiMlirect  billing  states  than  in  direct  billing  states  is  not  caused  by  a  possible  higher  number 
of  patient  viats  (or  proportionately  more  physicians)  in  non-direct  billing  states.   Rather,  the 
observed  higher  laboratory  utilization  per  enrollee  in  non-direct  billing  states  occurs  despite 
visits  per  enrollee  being  lower  in  non-direct  billing  than  in  direct  billing  states.  Given  the 
higher  physician  population  ratio  and  associated  greater  number  of  visits  per  enrollee  in 
direct  billing  than  in  iran-ditect  billing  states,  we  would  expect  laboratory  tests  per  enrollee 
to  be  greater  in  direct  billing  states  as  well.  That  the  reverse  is  true  adds  fiirther  credence  to 
the  view  that  it  is  the  lack  of  direct  billing  requirements  that  causes  higher  laboratory 
utilization  rates  in  non-direct  billing  than  in  direct  billing  states. 
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As  indicated  earlier,  the  higher  laboratory  test  utilization  rates  in  non-direct  billing 
than  in  direct  billing  sutes  likely  do  not  fully  reflect  differences  that  would  be  observed  for 
private  pay  patients,  because  laboratory  tests  in  all  states  are  subject  to  direct  billing 
requirements  under  Medicare.    Rather  the  laboratory  utilization  rate  differential  may  reflect 
only  the  spillover  effect  from  financial  incentives  that  exist  for  private  patients  which  can 
affect  physician  practice  behavior  for  Medicare  patients  as  vb«ll. 

The  last  row  in  Exhibit  2  provides  data  on  total  laboratory  charges  per  enrollee  for 
the  14  laboratory  procedures  in  the  Medicare  study  sample.  These  figures  combine  the 
effects  of  submitted  charges  per  test  and  number  of  tests  per  Medicare  enrollee.  Total 
charges  per  enrollee  are  generally  in  excess  of  amounts  actually  paid  on  average  for 
laboratory  tesu,  because  maximum  fee  levels  are  often  less  than  amounts  charged  by 
providen.   However,  previous  research  indicates  that  differences  in  total  charges  for 
labontory  tests  between  localities  are  good  proxies  for  differences  in  amounts  actually  paid 
by  private  payers  for  laboratory  tests  between  those  localities.'  Thus,  the  existence  of  high 
or  low  laboratory  charge  levels  in  a  specific  locality  is  generally  a  good  indicator  of  whether 
actual  fiees  received  by  laboratories  from  private  payers  are,  req>ectively,  relatively  high  or 
low  in  that  locality. 

Total  laboratory  test  charges  per  enrollee  is  $17.02  in  non-direct  billing  states,  or 
15.6  percent  higher  than  in  direct  billing  states.   It  is  important  to  also  note  from  the  figures 
shown  in  Exhibit  2  that  over  the  1988-1990  period,  percentage  changes  in  laboratory  charges 
per  test,  laboratory  tests  per  1,000  medical  office  visits  and  laboratory  charges  per  enrollee 
are  each  higher  in  non-direct  billing  states  than  in  direct  billing  states.  Thus,  there  is 
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evidence  that  cost  differences  between  non-direct  billing  and  direct  billing  states  are 
increasing  over  time. 

As  discussed  above,  the  Blue  Cross  &  Blue  Shield  data  are  better  suited  to 
developing  estimates  of  the  impact  of  direct  billing  requirements  on  utilization  of  laboratory 
tests  than  the  Medicare  data,  because  the  financial  incentives  affecting  physician  laboratory 
test  ordering  patterns  apply  to  private  insurance  covered  services  and  not  to  Medicare 
covered  services.   Findings  from  the  Blue  Cross  &  Blue  Shield  laboratory  claims  analysis  are 
summarized  in  Exhibit  3.    Laboratory  charges  per  test  are  9.6  percent  higher  in  non-direct 
billing  states  than  in  direct  billing  states.  This  figure  is  approximately  one  percent  higher 
than  the  8.4  percent  charge  per  test  differential  computed  based  on  the  Medicare  data. 
Laboratory  charges  are  higher  in  non-direct  billing  states  than  in  direct  billing  states,  even 
though  the  cost  of  living  is  lower  on  avenge  in  the  non-direct  billing  stales  than  in  the  direct 
Inlling  states. 

Total  tests  per  enrollee  are  36.9  percent  greater  in  non-direct  billing  states  than  in 
direct  billing  states.   However,  after  adjusting  for  differences  in  distributiocu  of  tests  between 
direct  billing  stales  and  non-<lirect  billing  slates,  the  difference  in  number  of  tests  per 
cnnllee  between  non-direct  billing  and  direct  billing  states  is  reduced  to  28.3  percent  This 
figure  compares  lo  an  estimate  of  6.5  percent  differential  under  Medicare,  whidi  is 
imapitttd  as  a  qnllover  effect  from  financial  incentives  affecting  physician  laboratory  test 
onlciing  patterns  fw  private  pay  patients.  The  last  row  in  Exhibit  3  shows  the  differential 
between  laboratory  charges  per  enrollee  in  non-direct  billing  and  direct  billing  stales. 
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EXHIBIT  3 


COMPARISON  OF  BLUE  CROSS  AND  BLUE  SHIELD  CHARGE. 

UTILIZATION  AND  COST  EXPERIENCE,  IN  DIRECT  BILLING  (DB)  AND 

NON-DIRECT  BILLING  (NDB)  STATES 


Lab  charges  per  test,   1990* 
Lab  tests  per  enrol  lee,   1990 


Lab  tests  per  enrol lee  adjusted 
for  Intensity,   1990** 

Lab  charges  per  enrol 1ee,   1990 


DB  States 

NDB  States 

(ND6-0B)/DB 

$  19.05 

$  20.88 

9.6  X 

.300 

.411 

36.9 

.320 

.411 

28.3 

6.33 

8.90 

40.6 

*Coaputed  using  sane  distribution  of  tests  in  DB  as  in  NDB  states. 

^^Differences  between  NOB  and  DB  states  in  adjusted  lab  tests  per  enroll ee 
(28. 3X)  are  computed  by  netting  out  effect  of  difference  in  average  charges 
per  test  between  NDBR  and  DBR  states  (9.6X)  from  difference  in  1ab  charges  per 
enrollee  (40. 6X}. 
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Laboratory  charges  per  enrollee  are  41  percent  greater  in  non-direct  billing  than  in  direct 
billing  states. 

NATIONAL  COST  IMPACT  OF  DIRECT  BILLING  REQUIREMENTS 

The  final  research  objective  of  this  study  is  to  estimate  the  National  cost  impact  in 
1992  dollars  of  a  change  to  direct  billing  requirement  in  all  states.  The  underlying 
assumption  of  the  estimation  approach  used  is  that  cost  and  utilization  experience  in  non- 
direct  billing  states  would  be  the  same  as  in  direct  billing  states  if  direct  billing  requirements 
were  to  be  imposed  at  the  national  level.   The  estimation  methodology  used  is  outlined 
below: 

Step  1.   Estimate  existing  laboratory  expenditures.   An  estimate  is  developed  of  private  payor 
(health  insurer  and  consumer  pay)  laboratory  expenditures  for  laboratory  tests  performed 
outside  of  the  hospital  setting.  It  is  assumed  that  government  laboratory  costs  and  costs  of 
tests  performed  for  hospital  patients  would  not  be  aftiected  by  change  from  non-direct  billing 
to  direct  billing  status  for  tests  performed  for  private  pay  patients  outside  of  the  hospital 
setting.  The  estimation  methodology  requires  the  following  st^s: 

•  Obtain  HCFA  estimate  of  private  insurance  and  direct  consumer 
expenditures  for  physician  and  other  professional  services  for  1992: 
$135.2  billion*. 

•  Estimate  laboratory  expenditures  as  a  proportion  of  total  Blue  Cross 
and  Blue  Shield  expenditures  for  phyacian  and  other  professional 
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services.    The  ratio  of  Blue  Cross  and  Blue  Shield  plan  laboratory 
charges  (o  total  physician  charges  is  9.3  percent.      ^^ 

•  Multiply  $135.2  billion  by  9.3  percent  -  $12.57  billion.   This  Figure 
is  towards  the  low  end  of  the  range  of  estimates  of  expenditures  for 
laboratory  services  outside  of  the  hospital  setting^. 

Step  2.   Detennine  the  resident  populations  in  direct  billing  and  non-direct  billing  states. 
The  1991  resident  population  of  direct  billing  and  non-direct  billing  states  is  computed  from 
data  contained  in  the  1991  Statistical  Abstract*. 

•  direct  biUing  states  (NY,  RI,  MI,  PA.  CT)  -  43,457,000 

•  non-direct  billing  states  (all  other  states)  -  205,253  million 

Step  3.   Compute  per  capita  laboratory  costs  in  direct  billing  and  non-direct  billing  states. 
Using  basic  algebra,  we  compute  the  average  cost  per  capita  in  direct  billing  and  non-direct 
billing  states  based  on  the  following  findings  from  the  analysis  of  Blue  Cross  and  Blue  Shield 
claims  experience:   total  laboratory  charges  per  covered  person  are  40.6  percent  greater  in 
non-direct  billing  states  than  in  direct  billing  states*. 

Average  per  capita  private  pay  laboratory  costs  for  tests  performed  outside  of  the 

ho^tal  setting  are  estimated  to  be: 

non-direct  billing  states  -  $53.22 
direct  billing  states  -  $37.86 


Difference  -  $15.36  (41  percent). 
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Stqi  4.    Compute  estimates  of  national  cost  impact  of  adopting  national  direct  billing 
Tequirements.   The  final  step  in  the  estimation  process  is  to  multiply  the  non-direct  billing- 
direct  billing  per  capita  cost  differential  by  the  population  in  non-direct  billing  states.  The 
resultant  estimates  of  cost  savings  which  could  result  from  a  national  change  to  direct  billing 
is:   205,253.000  x  $15.36  =  $3.15  billion. 

This  estimate  is  appropriate  if  there  are  no  price  controls  or  national  fee  schedule , 
for  laboratory  tests,  which  could  substantially  reduce  or  possibly  eliminate  price  differences 
among  laboratories.   However,  if  some  form  of  price  controls  or  a  national  fee  schedule  is 
adopted,  the  estimate  of  potential  cost  savings  resulting  from  imposition  of  direct  billing 
requirements  may  be  too  high,  because  it  incorporates  the  effects  of  both  laboratory  test 
utilization  and  price  differences  between  non-direct  billing  and  direct  billing  states.   A  more 
conservative  estimation  ^>proach,  which  is  based  only  on  estimated  differences  in  utilization 
between  non-<lirect  billing  and  direct  billing  states  (28.26  percent),  results  in  a  projected 
savings  from  adoption  of  direct  billing  requirements  at  the  national  level  of  $2,377  billion". 

CONCLUSION 

The  analysis  of  Medicare  and  private  insurance  claims  experience  yield  similar 
findings  regarding  the  impact  of  direct  billing  requirements  for  laboratory  tests  on  charge  and 
utilization  patterns: 

•     Laboratory  charges  per  test  are  higher  in  non-direct  billing  states  than 
in  direct  billing  states:  8.4  -  9.6  percent  higher. 
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•  Laboratory  utilization  rates  are  higher  in  non-direct  billing  states  than 
in  direct  billing  states:  6.S  percent  higher  under  Medicare  and  28.3 
percent  higher  under  private  insurance. 

•  Laboratory  charges  per  enrollee  are  substantially  higher  in  non-direct 
billing  than  in  direct  billing  states:  IS. 6  percent  higher  under  Medicare 
and  40.6  percent  higher  under  private  in$urance. 

In  addition,  analysis  of  Medicare  trend  data  indicate  more  rapid  growth  between 
1988  and  1990  in  non-direct  billing  than  in  direct  billing  states  for  all  of  the^  variables.   It 
is  also  of  interest  in  interpreting  the  study  findings  that  the  direct  billing  states,  New  York, 
Rhode  Island,  Michigan,  Pennsylvania  and  Connecticut,  are  characterized  by,  on  average, 
higher  costs  of  living  and  higher  physician-population  ratios  than  the  non-direct  billing  states. 
Because  of  these  factors,  we  would  expect,  in  the  absence  of  any  effects  of  direct  billing 
requirements,  laboratory  chai:ge  levels  and  utilization  rates  to  be  higher  in  direct  billing  states 
than  in  non-direct  billing  states.   Study  findings  which  indicate  the  reverse  to  be  true  provide 
substantial  support  for  the  view  that  it  is  the  direct  billing  requirement  that  is  the  cause  of 
higher  charge  and  utilization  experience  in  non-direct  billing  states,  rather  than  other  (actors. 

The  national  cost  impact  of  lack  of  direct  billing  requirements  for  laboratory  tests 
and  potential  savings  which  could  result  from  adoption  of  direct  billing  requirements  in  all 
states  is  estimated  to  be  in  the  range  of  $2.4  -  $3.2  billion.   We  believe  that  these  estimates 
are  reasonable,  but  rough  approximations  of  expected  cost  savings.   Under  direct  billing 
requirements,  we  can  reasonably  expect  reduced  incentives  to  perform  unnecessary  tests. 
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This  should  result  in  a  reduced  volume  of  tests.   We  can  also  expect  more  competitive 
pricing  for  tests  as  the  locus  of  price  competition  among  independent  laboratories  changes 
from  that  of  the  wholesale  market  —  physicians'  monthly  billing  account  business,  to  that  of 
the  final  product  market  ~  consumers  and  health  insurers, 
who  pay  for  medical  care  services  on  their  behalf. 
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9.  Solve  for  X  =  Per  capita  laboratory  expenditures  in  direct  billing  states. 

205.253,000  x  1.4057X  *  43,457.000X  -  $12.57  billion 
331.981.000X  -  $12.57  billion 
X  -  $37.86 
1.4057X  •  $53.22 
Per  capita  difference  Iwtween 
non-direct  billing  and  direct  billing  states  -  $15.36 

10.  Solve  for  X  =  Per  c^iu  laboratory  expenditures  in  direct  billing  sates. 

205,253,000  x  1.2826X  *  43,457.000X  -  $12.57  billion 
306.715.000X  -  $12.57  billion 
X  -  $40.98 
1.2826X  -  $52.56 
Per  capita  difference  between 
non-direct  billing  and 
direct  billing  states  -  $11.58 
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Chairman  Stark.  Let  me  just  make  sure  that  I  understand  what 
we  are  all  talking  about  here. 

Your  clients,  I  presume,  are  all  under  the  original  88  restriction 
as  diagnostic  labs.  So  a  physician  cannot  have  an  ownership  inter- 
est in  it  if,  in  fact,  they  refer  a  Medicare  patient  to  it.  You  are  al- 
ready under  the  umbrella  relative  to  Medicare.  Your  labs  or  all  di- 
agnostic labs  must  bill  Medicare  directly;  right? 

Ms.  Foster.  That  is  right. 

Chairman  Stark.  So  you  are  under  the  hammer  for  all  Medicare, 
and  Medicaid,  I  presume.  You  suggest  that  you  would  have  no  ob- 
jection or  would  support — I  think  you  said  this  in  your  previous  in- 
carnation an  hour  ago — that  you  would  support  including  all  pa- 
tients, private  and  government,  under  the  prohibition  that  physi- 
cians not  have  an  ownership  interest. 

Ms.  Foster.  Absolutely. 

Chairman  Stark.  In  addition,  what  you  are  saying,  is  that  it  is 
often  the  practice  of  labs  to  bill  the  doctor  and  then  the  doctor 
tacks  on  a  markup  or  an  added  fee  to  the  patient  and/or  the  private 
insurance  company,  and  that  as  long  as  we  intend  to  make  the 
ownership  interest  apply  to  all  physician  bills,  whether  it  is  private 
or  government,  we  should  extend  this  same  prohibition  on  markups 
or  indirect  billing,  whatever  you  want  to  call  it,  across  the  board. 
That  indirect  billing  really  is  just  another  form  of  kickback  to  the 
physician. 

Am  I  catching  on? 

Ms.  Foster.  I  am  not  sure  I  would  characterize  these  as  kick- 
backs, maybe  financial  incentives. 

Chairman  Stark.  It  is  like  tips. 

I  am  also  hearing,  although  this  may  not  be  the  universal  feel- 
ing, that  we  could  buy  off  your  group  to  the  76  level  if  we  did  in 
fact  go  to  the  direct  billing. 

Ms.  Foster.  That  is  true  for  ACLA, 

Chairman  Stark.  I  am  not  sure  that  is  universal.  I  am  not  sure 
Mr.  Salton's  gproup  takes  that  position? 

Mr.  Salton.  No,  we  do  not  take  that  position. 

Chairman  Stark.  I  understand.  That  was  not  my  idea. 

You  indicated,  Hope,  I  don't  know  what  Mr.  Salton  suggested, 
that  you  would  as  soon  go  with  a  freeze  on  the  update  as  the  reduc- 
tion to  76,  although  I  suspect  that  saves  you  a  lot  of  money. 

Ms.  Foster.  Correct. 

Please  don't  understand,  we  will — 

Chairman  Stark.  No,  I  would  just  have  to  suggest  that  if,  in 
fact,  that  is  what  the  committee  does  to  meet  our  reconciliation  tar- 
get, that  it  would  be  done  more  out  of  a  time  constraint,  and  as 
you  correctly  anticipate,  forgoing  the  anguish  of  having  to  go 
through  this  thing  twice. 

There  are  some  things  in  the  administration  proposal  which  I  en- 
dorse. I  think  they  are  great. 

There  are  others  I  think  might  not  work  well  at  all.  I  am  sure 
that  all  my  colleagues  have  a  variety  of  interest  in  those,  and  I 
have  a  hunch  we  would  be  here  a  long  time  as  we  have  been  in 
past  years  on  reconciliation,  if  we  try  to  do  it  line  item  by  line  item. 

Understanding  that  at  very  latest,  we  would  be  back  here  the 
first  part  of  next  year,  probably  reviewing  a  whole  host  of  changes 
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in  the  wav  we  reimburse  your  clients  out  of  health  care  reform, 
which  mient  be  as  onerous  as  any  of  these  in  there  for  you. 

I  would  not  want  to  not  play  straight  with  you.  You  suggested 
that  you  might  be  pleased  to  just  see  a  postponement  of  the  up- 
date. That  is  very  tentative.  That  is  almost  a  placeholder. 

It  would  not  ensure  that  actually  we  would  not  come  back  to 
those  issues  if  we  were  to  complete  the  major  reform  before  the  end 
of  the  year.  We  might  say,  wait  a  minute,  and  it  might  all  get  fold- 
ed back  in  to  reconciliation.  That  leaves  the  issue  of  uncertainty. 

But  I  would  not  want  you  all,  who  have  been  most  cooperative 
and  helpful  to  the  committee,  to  think  that  this  idea  of  a  possible 
postponement  of  the  update  is  anymore  than  for  the  convenience 
of  the  committee  so  that  we  are  able  to  get  right  on  to  addressing 
what  might  be  more  complex  and  that  is  the  overall  health  care  re- 
form. 

I  appreciate  your  testimony.  I  am  glad  I  understand  your  posi- 
tion. 

I  concur  in  the  direct  billing.  I  don't  know  that  there  is  any  tech- 
nical problem.  It  is  in  H.R.  200. 

Ms.  Foster.  Yes,  it  is. 

Chairman  Stark.  Have  you  seen  the  language  there? 

Ms.  Foster.  Yes.  We  were  hoping  because  of  the  jurisdictional  is- 
sues, that  we  could  get  a  placeholder  on  reconciliation  and  deal 
with  health  care  reform,  at  which  time  direct  billing  would  be  an 
appropriate  topic  for  debate,  and  then  go  back  to  the  Medicare  cuts. 

Chairman  Stark.  I  would  not  mind  throwing  direct  billing  into 
reconciliation.  It  would  save  some  money. 

I  am  not  such  a  purist  there.  Anything  that  saves  money  would 
be  good  or  we  could  get  it  in  H.R.  21. 

We  need  to  pay  for  a  few  things  in  H.R.  21,  the  leftovers  from 
H.R.  11.  It  might  fit  in  there  a  little  better. 

Ms.  Foster.  I  hope  the  study  that  is  appended  to  our  testimony 
will  help  you  demonstrate  the  savings  that  direct  billing  will  pro- 
vide because  they  are  quite  substantial. 

Chairman  Stark.  What  happened  to  Nevada  again?  How  did 
they  hold  that  so  flat  on  that  chart? 

Mr.  Salton.  Thev  held  'that  flat  by  prohibiting  physicians  from 
billing  for  Medicaid.  What  they  did  is  starting  in  1984  and  1983, 
they  stayed  flat  by  going  to  direct  billing.  Starting  in  1983  or  1984, 
they  stayed  flat  by  requiring  direct  billing. 

Chairman  Stark.  When  did  direct  billing  become  the  law? 

Mr.  Salton.  This  is  just  Medicaid. 

In  1982,  they  increased  the  fees  to  the  laboratories  that  were 
doing  the  work  and  they  were  able  to  maintain  that  basically  zero 
growth  in  expenditures. 

When  you  take  the  physician  out  of  the  loop,  monies  are  saved. 
It  is  pure  and  simple. 

Mr.  Kleczka.  Tne  speaker  also  addressed  my  State,  which  ended 
up  on  the  top  of  this  chart,  which  is  not  very  flattering. 

What  happened  in  Wisconsin? 

Mr.  Salton.  Those  are  the  numbers  our  research  turned  up,  sir. 

Mr.  Kleczka.  OK. 

But  you  don't  know  specifically  what  happened  to  Wisconsin  and 
Colorado,  why  it  went  so  wacko  there? 
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My  State  and  Colorado  are  aberrations,,  to  say  the  least.  You 
have  no  specifics  as  to  why? 

Mr.  Salton.  No,  sir. 

Mr.  KLEC2acA.  Is  it  possible  to  ascertain  those? 

Mr.  Salton.  We  will  find  out  what  the  reasons  are,  what  we  as- 
sume the  reasons  are  and  get  back  to  you. 

Mr.  Kleczka.  In  Wisconsin,  Medicaid  is  driving  the  budget. 
Maybe  you  could  help  the  Governor  out  by  looking  at  this  particu- 
lar project. 

Mr.  Salton.  There  is  per  recipient.  It  was  in  a  very  startling 
study  that  we  found  this  out. 

Chairman  Stark.  Mrs.  Johnson. 

Mrs.  Johnson.  Are  there  any  other  States  that  went  to  direct 
billing  and  did  not  have  Nevada  s  experience? 

Mr.  Salton.  Yes,  there  is  one,  but  there  are  other  problems  they 
encountered,  the  State  of  New  York.  They  have  had  a  lot  of  fraud, 
abuse  and  whatnot.  That  kind  of  skewed  the  whole  result  of  the 
Medicaid  study. 

Mrs.  Johnson.  Were  there  any  other  changes  that  Nevada  made 
at  the  same  time  they  adopted  direct  billing? 

Mr.  Salton.  There  were  only  two  laboratories  doing  the  labora- 
tory work  and  that  would  be  Las  Vegas  and  Reno.  Some  of  the  crit- 
ics pointed  to  it  and  said  that  would  be  considered  competitive  bid- 
ding. But  it  was  not,  because  the  State  of  Nevada  set  the  fees  and 
they  awarded  it  to  those  two  States  only  because  there  are  not  that 
many  laboratories  in  the  State  of  Nevada. 

Mrs.  Johnson.  So  were  the  savings  the  result  of  the  State  set- 
ting the  fees  or  was  it  the  result  of  direct  billing? 

It  appears  from  what  you  just  said  that  it  would  have  been  more 
a  consequence  of  the  States  setting  the  fees  rather  than  direct  bill- 
ing. 

Mr.  Salton.  No,  they  increased  the  fees. 

Mrs.  Johnson.  But  then  they  set  those  fees  and  kept  them  there. 

Mr.  Salton.  That  is  true,  but  they  notice  that  the  utilization  has 
decreased  with  direct"  billing. 

Ms.  Foster.  One  of  the  things  that  happened  in  Nevada,  and  I 
don't  have  the  information  that  the  American  Association  of 
Bioanalysts  has  on  this,  but  I  have  reviewed  the  documents  on  Ne- 
vada. At  the  time  they  determined  they  would  only  pay  these  two 
laboratories  for  Medicaid  tests,  they  also  stopped  paying  physicians 
for  office  laboratories.  So  we  had  both  the  issue  of  markup  and  the 
tests  in  the  physician  office  settings. 

Mrs.  Johnson.  Part  of  the  constraint  on  volume  could  have  af- 
fected the  quality  of  care.  When  you  have  an  urinary  track  infec- 
tion, you  need  an  immediate  lab  test.  If  the  physician  cannot  do  a 
urinalysis,  I  can  tell  you,  it  is  painful. 

So,  without  more  data  than  this,  I  would  certainly  not  want  this 
committee — ^because  if  it  were  that  simple,  well,  in  my  State,  it  is 
like  my  colleague's  State,  it  is  hurting  over  Medicaid  increases  in 
costs.  I  don't  think  it  is  quite  so  simple. 

You  point  out  they  cut  out  physician  tests  because  physician 
tests  have  a  lot  to  do  with  responsiveness  of  care  and  whether  it 
is  qualities  of  care  or  not.  This  is  something  we  ran  into  earlier. 

Cnairman  Stark.  They  just  didn't  pay  for  them? 
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Ms.  Foster.  They  would  pay  for  tests  performed  in  the  two  dif- 
ferent laboratories,  that  was  it.  These  agreements,  I  understand, 
were  negotiated. 

Mrs.  Johnson.  You  would  reallv  have  to  see  what  happened  to 
those  kinds  of  tests  that  were  really  crucial  to  an  immediate  diag- 
nosis and  whether  or  not  the  Medicaid  patients  suffered  reduced 
access  to  those  tests.  It  is  absolutely  true  that  as  Medicaid  reim- 
bursements to  physicians  flattens  out,  Medicaid  recipients  suffered 
a  lack  of  access  to  physicians.  So  one  would  assume  that  they  prob- 
ably suffered  an  a  lack  of  access  to  test  that  would  affect  the  qual- 
ity care.  Experience  would  lead  to  that  conclusion.  I  certainly 
would  not  want  to  assume  without  further  data. 

Ms.  Foster.  I  really  don't  know.  I  know  something  about  how 
the  procurement  methodology  was  developed. 

Mrs.  Johnson.  Your  comments  have  been  very  helpful.  It  tells  us 
that  there  was  something  unique  in  Nevada.  They  chose  two  lab- 
oratories. In  other  States,  that  may  be  a  problem.  In  New  York, 
that  has  to  be  looked  into. 

Thank  you. 

Chairman  Stark.  Thank  ^ou  very  much. 

Our  next  panel  will  consist  of  James  Liken,  the  president  of  the 
Liken  Medicare  Center  on  behalf  of  the  National  Association  of 
Medical  Equipment  Suppliers;  John  Yarbrough,  president  of  the 
American  Ormopedic  &  Prosthetic  Association;  Alan  Parver,  Na- 
tional Alliance  for  Infusion  Therapy;  and  Irene  Paige,  Home  Care 
Coalition. 

I  thank  you  for  your  patience.  I  welcome  some  of  you  back  and 
others  to  the  committee  for  the  first  time. 

I  would  ask  if  you  would  summarize  or  expand  on  your  written 
testimony  which  will  appear  in  the  record  in  its  entirety. 

Jim,  do  you  want  to  lead  off? 

STATEMENT  OF  JAMES  W.  LIKEN,  PRESIDENT,  LIKEN  MEDI- 
CARE  CENTER,  PITTSBURGH,  PA^  ON  BEHALF  OF  THE  NA- 
TIONAL ASSOCIATION  OF  MEDICAL  EQUIPMENT  SUPPLIERS, 
ACCOMPANIED  BY  CORRINE  PROPAS  PARVER,  PRESIDENT, 

NAMES 

Mr.  Liken.  Thank  you. 

Mr.  Chairman  and  committee  members,  my  name  is  James 
Liken,  I  am  the  president  and  owner  of  Liken  Medicare  Center,  a 
home  medical  equipment  (HME)  company  that  has  four  locations, 
serving  western  Pennsylvania,  West  Virginia,  and  eastern  Ohio. 

I  am  a  board  member  of  NAMES,  the  National  Association  of 
Medical  Equipment  Suppliers,  and  I  have  with  me  Corrine  Parver 
who  is  the  president  of  NAMES. 

Just  as  an  aside,  NAMES,  as  an  association,  and  I  personallv 
support  what  you  are  doing  on  the  ban  on  physician  self-referral. 
We  are  with  you  on  that  one. 

I  am  here  today  to  express  my  personal  belief  that  certain  provi- 
sions of  the  administration's  fiscal  year  1994  budget  would  erect 
further  barriers  to  using  home  care  at  the  very  time  when  public 
policy  should  be  encouraging  HME  and  other  home  care  services  as 
a  less  costly,  patient-pre^rred  and  clinically  effective  alternative  to 
institutional  care. 
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NAMES  members  support  the  overall  intent  of  President  Clin- 
ton's call  to  all  Americans  to  help  curtail  escalating  health  care 
costs  and  help  reduce  the  staggering  Federal  deficit.  We  recognize 
the  paramount  necessity  of  reducing  unnecessary  or  excessive  Med- 
icare program  costs  to  help  brin^  Federal  spending  for  health  care 
in  check.  In  fact,  the  HME  services  industry  has  taken  the  initia- 
tive to  work  with  policymakers  to  develop  responsible  solutions  to 
problems  within  its  own  industry.  This  was  clearly  evident  during 
the  102d  Congress,  with  NAMES  effort  to  help  develop  a  com- 
prehensive HME  ethics  bill,  H.R.  2534,  which  helped  "pave  the 
way"  for  the  myriad  of  other  such  bills  with  similar  intent.  Many 
provisions  of  H.R.  2534,  included  in  legislation  vetoed  by  President 
Bush,  H.R.  11,  have  since  been  reintroduced,  H.R.  21  and  22,  and 
are  pending  before  this  committee. 

The  HME  services  industry,  a  valuable  element  in  our  Nation's 
health  care  system,  helps  make  homecomings  possible  for  many 
sick  and  elderlv  Americans.  The  tremendous  range  of  products  and 
services  provided  by  HME  suppliers  range  fi-om  so-called  "stand- 
ard" HME  items  such  as  hospital  beds  and  walkers,  to  highly-so- 
phisticated services  such  as  oxygen  ventilators  and  concentrators* 
parenteral  and  enteral  nutrition;  antibiotic,  chemotherapy  and 
other  drug  therapies  administered  intravenously;  and  specialized 
rehabilitation  equipment  customized  for  the  unique  needs  of  per- 
sons with  disabilities  and  fitted  by  rehab  technology  suppliers. 

NAMES  members  are  willing  to  do  their  part  to  assist  the  ad- 
ministration and  Congress  in  reducing  Medicare  expenditures,  but 
the  budget  cannot  be  balanced  on  the  backs  of^  this  industry 
through  repetitive  consideration  of  ill-thought  out  proposals  that 
have  been  rejected  time  and  time  again. 

The  fiscal  year  1994  deficit  reduction  initiatives  in  President 
Clinton's  Economic  Plan  include  proposed  savings  from  the  HME 
services  industry  of  more  than  $680  million  over  the  next  5  years. 
This  proposal  is  a  frightening  addition  to  reimbursement  reduc- 
tions totaling  $80  million  in  1990  and  $215  million  in  1991. 

This  disproportionate  level  of  cuts,  totaling  more  than  $800  mil- 
lion, are  targeted  at  an  industry  that  accounts  for  only  $1.8-$2.0 
billion  in  annual  Medicare  expenditures,  barely  2  percent  of  the  en- 
tire Medicare  budget. 

Of  most  concern  to  HME  suppliers  are  provisions  which  would: 
adjust  HME  fee  schedules  downward  with  an  upper  limit  based 
upon  the  median,  instead  of  the  current  methodology  using  the 
weighted  median;  grant  the  Department  of  Health  and  Human 
Services,  (HHS)  unfettered  authority  to  adjust  HME  rates  based  on 
totally  undefined  "market  factors";  grant  HHS  the  authority  to  re- 
classify certain  items  of  HME;  and  clarify  HHS  authority  to  use 
"inherent  reasonableness"  to  adjust  payment  amounts  for  HME. 

Specifically,  the  HME  services  industry  is  deeply  concerned  with 
the  administration's  proposal  to  set  payment  rates  for  HME  items 
at  the  national  median.  In  OBRA  1987,  Congress  ended  the  method 
of  payment  for  HME  based  on  the  reasonable  charge  methodology, 
and  substituted  regional  fee  schedules  in  its  stead. 

In  OBRA  1990,  Congress  curtailed  regional  pricing  in  favor  of  a 
3-year,  phased-in  national  fee  schedule.  Because  of  the  disparities 
and  numerous  flaws  in  the  Health  Care  Financing  Administration, 
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(HCFA)  data  used  to  calculate  the  HME  fees  originally,  Congress 
rightly  viewed  that  the  only  equitable  mechanism  to  calculate  the 
new  national  fees  was  according  to  the  weighted  mean. 

We  are  now  in  the  final  year  of  phasing-in  to  the  national  fee. 
Virtually  all  major  pricing  disparities  between  Medicare  payments 
amounts  in  various  States  have  now  disappeared.  To  impose  yet 
another  change  and  administrative  burden  on  carriers  and  HME 
supplies  alike  at  this  time  by  again  revising  the  national  pa3nTient 
rate  at  the  median  of  prices  for  HME  items  would  mean  going  back 
into  the  old,  flawed  HCFA  data  base — a  proposition  Congress  al- 
ready rejected  and,  we  believe,  should  not  revisit. 

The  administration's  fiscal  year  1994  budget  also  would  gprant 
the  Secretary  of  HHS  authority  to  remove  nebulizers  and  aspira- 
tors from  the  current  statutorily  specified  category  of  "frequent  and 
substantial  servicing*  in  the  Medicare  part  B  DME  benefit.  When 
this  issue  first  was  considered  by  Congress  last  year,  NAMES  rec- 
ommendation was  and  still  remains  that  Congress  delay  action  on 
this  provision  until  a  comprehensive  study  may  be  conducted  by 
HHS  and  the  HME  services  industry  to  determine  the  proper  pay- 
ment categories  for  these  items,  so  as  to  ensure  adherence  to  ongo- 
ing patient  health  and  safety  standards. 

However,  if  there  are  to  be  any  such  changes  made.  Congress 
should  require  HCFA  to  establish  adequate  coding  and  coverage 
policies  prior  to  implementation  of  any  change.  Separate  reim- 
bursement for  disposable  supplies  and  accessories  used  in  conjunc- 
tion with  these  items  also  would  have  to  be  statutorily  defined. 

For  those  patients  with  strong  family  support  systems  or  who 
otherwise  may  have  sound  physical  and  mental  faculties,  it  may  be 
appropriate  in  some  cases  to  allow  for  the  purchase  of  standard 
nebulizers  with  compressors.  Yet,  other  patients  who  are  more  de- 
pendent require  regular  checks  on  even  those  more  "standard" 
items. 

Only  the  physician  is  in  the  appropriate  position  to  determine 
the  patient's  ability  to  use  nebulizers  without  routine  checkups  by 
a  qualified  HME  supplier.  Since  patient  health  and  safety  is  a  most 
critical  component,  and  must  remain  the  focal  point  of  our  con- 
cerns, statutory  changes  to  this  benefit  only  should  occur  after 
careful  study  and  consideration. 

NAMES  also  understands  that  an  additional  provision  under 
consideration  by  Congress  as  part  of  the  fiscal  year  1994  budget 
contains  language  to  clarify  HHS  authority  to  use  "inherent  rea- 
sonableness" adjustments  to  change  payment  amounts  for  all  HME 
items.  Any  such  clarification  should  require  HHS  to  base  "inherent 
reasonableness"  decisions  on  supplier  prices  and  costs  applicable  at 
the  time  the  item  is  finished,  including  an  HME  supplier's  total 
service  costs,  such  as  delivery  of  equipment.  Federal  regulations 
compliance  requirements  and  similar  related  costs. 

The  HME  services  industry  also  would  like  to  note  its  opposition 
to  policy  documents  issued  by  the  administration  in  February  1993, 
which  propose  to  permit  competitive  bidding  for  HME  and  related 
services.  Congress  should  be  concerned  that  the  HME  industry's 
service  component,  so  integral  to  ensuring  patient  health  and  safe- 
ty when  providing  needed  nome  medical  equipment,  may  diminish 
or  disappear  if  competitive  bidding  for  HME  is  implemented. 
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For  example,  accreditation  organizations  have  documented  defi- 
ciencies and  a  poor  qualiW  of  HME  services  provided  by  many  win- 
ning bidders  under  the  Veterans  Administration  competitive  bid- 
ding process.  Congress  should  anticipate  even  greater  problems  if 
competitive  bidding  were  applied  under  Medicare. 

Only  a  few  companies  likely  would  have  the  capital  necessary  to 
expand  into  new  services  in  order  to  take  on  large  competitively  bid 
contracts.  This  could  easily  lead  to  concentrations  of  Medicare's  en- 
tire HME  benefit  in  the  hands  of  a  relatively  few  suppliers. 

In  short,  all  evidence  suggests  it  is  virtually  impossible  to  design 
and  administer  a  competitive  bidding  process  without  damaging 
the  market,  compromising  quality  and  leading  to  higher  prices  in 
the  long  run.  If  a  winning  bid  is  awarded  solely  to  one  provider, 
this  certainly  will  drive  manv  small  companies  out  of  business;  the 
sole  winner  m  future  years  tnus  would  have  a  considerably  reduced 
level  of  competition. 

With  policymakers  now  considering  various  mechanisms  to  re- 
form health  care  delivery  by  implementing  some  type  of  "managed 
competition,"  it  is  illogical  to  create  a  new  scheme  at  this  time  just 
for  HME  services  that  removes  the  entire  concept  of  competition 
out  of  the  marketplace  altogether. 

As  described  in  the  administration's  February  1993  policy  docu- 
ment entitled:  "A  Vision  of  Change  for  America,"  the  President's 
fiscal  year  1994  budget  also  would  empower  HHS  and  HCFA  to 
make  payment  determinations  based  solely  on  undefined  "market 
factors."  This  would  allow  HCFA  imfettered  authority  to  impose 
virtually  any  proposal  to  reduce  funding  for  HME,  including  many 
changes  that  Congress  already  has  considered  and  refused  to  enact 
in  prior  years — without  the  benefit  of  debate  and  discussion  in  a 
congressional  forum. 

This  proposal,  originally  advanced  by  the  previous  administra- 
tion, was  rejected  outright  by  Congp^ess  in  the  past.  Members  of 
Congress  quite  rightly  viewed  an  absolute  delegation  of  carte 
blanche  authority  to  HCFA  to  set  Medicare  reimbursement  for 
HME  at-will  in  the  future  as  an  improper  delegation  of  legislative 
authority.  We  urge  you  again  to  continue  to  reject  this  unwise  pro- 
posal. 

As  a  supplier  who  oversees  the  provision  of  HME  services  to 
countless  Medicare  beneficiaries  on  a  daily  basis,  I  urge  you  to  re- 
member that  the  HME  services  industry  already  has  been  singled 
out  amon^  health  care  providers  for  an  extreme,  disproportionate 
level  of  reimbursement  cuts  in  the  past. 

These  reductions  have  had  a  harsh  impact  on  suppliers'  abilities 
to  meet  the  needs  of  their  patients.  In  some  instances,  HME  com- 
panies either  have  been  forced  to  close  altogether  or,  at  a  mini- 
mum, to  redefine  their  service  capabilities,  particularly  in  rural 
areas.  In  such  cases,  Medicare  beneficiaries  have  been  placed  in  se- 
vere jeopardy  of  losing  access  to  critically  important  health  care 
services. 

One  of  my  current  respiratory  patients,  in  fact,  was  the  unin- 
tended victim  of  a  decision  by  a  large  HME  company  to  cease  pro- 
viding high  cost/high  service  HME  in  some  areas  of  the  country. 
While  it  is  fortuitous  that  my  company  was  able  to  assume  provid- 
ing respiratory  services  and  supplies  to  this  patient  to  enable  him 
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to  continue  to  stay  at  home  and  out  of  a  nursing  facility,  I  know 
that  other  Medicare  beneficiaries  have  not  been  so  lucky. 

In  closing,  NAMES  recognizes  the  difficulties  faced  oy  Confess 
and  this  committee  in  developing  a  responsible  legislative  package 
that  will  reduce  the  Federal  deficit  and  still  address  America's  crit- 
ical health  care  needs.  At  the  same  time,  it  is  counterproductive  to 
enact  legislation  which  does  not  work  to  our  common  goals  of  al- 
lowing people  to  be  discharged  sooner  from  an  institution  and  per- 
mitting people  with  severe  disabilities  to  lead  productive  lives. 
Such  obviously  cost-effective  and  compassionate  means  of  providing 
health  care  in  the  home  should  be  encouraged  and  fostered  where 
possible  and  clinically  appropriate. 

Thank  you. 

Chairman  Stark.  Thank  you. 

[The  prepared  statement  follows:] 
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TESTIMONY 

OF 

JAMES  W.  LIKEN, 

PRESIDENT,  LIKEN  MEDICARE  CENTER, 

AND 

REPRESENTING 

THE  NATIONAL  ASSOCIATION  OF  MEDICAL  EQUIPMENT  SUPPLIERS 

ON  THE 

ADMINISTRATION'S  FY  1994  MEDICARE  BUDGET 

BEFORE THE 

SUBCOMMITTEE  ON  HEALTH 

HOUSE  WAYS  AND  MEANS  COMMITTEE 

HEARING  OF 

APRIL  20, 1993 

Mr.  Chairman  and  Members  of  the  Committee:  I  am  pleased  to  testify  before  you  today.  My  name 
is  James  Liken.  My  company,  Liken  Medicare  Center,  currently  has  four  facilities  that  serve  the  tri-state 
area  of  Western  Pennsylvania,  West  Virginia  and  Ohio.  1  have  1 6  years'  experience  as  a  supplier  of 
home  medical  equipment  (HME)  services. 

I  currently  serve  on  the  Board  of  Directors  and  was  a  past  Chair  of  the  National  Association  of 
Medical  Equipment  Suppliers  (NAMES),  the  national  trade  association  representing  the  HME  services 
industry  exclusively.  Thus,  1  appear  before  you  today  not  only  on  behalf  of  HME  suppliers  across  the 
country,  but  also  to  express  my  personal  belief  that  certain  provisions  of  the  Adminisu^ation's  fiscal  year 
1994  (FY  94)  budget  would  erect  still  further  barriers  to  using  home  care  at  the  very  time  when  public 
policy  should  be  encouraging  HME  and  other  in-home  services  as  a  less  costly,  patient-preferred  and 
clinically  effective  alternative  to  institutional  care. 

NAMES  members  support  the  overall  intent  of  President  Clinton's  call  to  all  Americans  to  help 
curtail  escalating  health  care  costs  and  help  reduce  the  staggering  Federal  deficit.  We  recognize  the 
paramount  necessity  of  reducing  unnecessary  or  excessive  Medicare  program  costs  to  help  bring  federal 
spending  for  health  care  in  check.  In  fact,  the  HME  services  industry  has  taken  the  initiative  to  work 
with  policymakers  to  develop  responsible  solutions  to  problems  within  its  own  industry.  This  was  clearly 
evident  during  the  102nd  Congress,  with  NAMES  effort  to  help  develop  a  comprehensive  HME  ethics 
bill,  H.R.  2534,  which  helped  "pave  the  way"  for  the  myriad  of  other  such  bills  with  similar  intent. 
Many  provisions  of  H.R.  2534,  included  in  legislation  vetoed  by  President  Bush  (H.R.  1 1),  have  since 
been  reintroduced  (H.R.  21  and  22)  and  are  pending  before  this  Committee. 

The  HME  services  indusUy,  a  valuable  element  in  our  nation's  health  care  system,  helps  make 
homecomings  possible  for  many  sick  and  elderly  Americans.  The  tremendous  range  of  products  and 
services  provided  by  HME  suppliers  range  from  so-called  "standard"  HME  items  such  as  hospital  beds 
and  walkers,  to  highly  sophisticated  services  such  as  oxygen  ventilators  and  concentrators;  parenteral  and 
enteral  nutrition;  antibiotic,  chemotherapy  and  other  drug  therapies  administered  intravenously;  and 
specialized  rehabilitation  equipment  customized  for  the  unique  needs  of  persons  with  disabilities  and 
fiited  by  rehab  technology  suppliers. 

NAMES  members  are  willing  to  do  their  part  to  assist  the  Administration  and  Congress  in  reducing 
Medicare  expenditures,  but  the  budget  cannot  be  balanced  on  the  backs  of  this  industry  through  repetitive 
consideration  of  ill-thought  out  proposals  that  have  been  rejected  time  and  time  again. 

The  FY  94  deficit  reduction  initiatives  in  President  Clinton's  Economic  Plan  include  proposed 
savings  from  the  HME  services  industry  of  more  than  $680  million  over  the  next  five  years.  This 
proposal  is  a  frightening  addition  to  reimbursement  reductions  totaling  $80  million  in  1990  and  $215 
million  in  1991.  This  disproportionate  level  of  cuts,  totaling  more  than  $800  million,  are  targeted  at  an 
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industry  that  accounts  for  only  $  1 .8-$2.0  billion  in  annual  Medicare  expenditures,  barely  2  percent  of  the 
entire  Medicare  budget! 

Of  most  concern  to  HME  suppliers  are  provisions  which  would: 

•  Adjust  HME  fee  schedules  downward  with  an  upper  limit  based  upon  the  median. 
instead  of  the  current  methodology  using  the  weighted  mean; 

•  Grant  the  Department  of  Health  and  Human  Services  (HHS)  unfettered  authority  to 
adjust  HME  rates  based  on  totally  undefined  "market  factors;" 

•  Grant  HHS  the  authority  to  reclassify  certain  items  of  HME;  and 

•  Clarify  HHS'  authority  to  use  "inherent  reasonableness"  to  adjust  payment  amounts 
for  HME. 

Specifically,  the  HME  services  industry  is  deeply  concerned  with  the  Administration's  proposal  to  set 
payment  rates  for  HME  items  at  the  national  median.  In  OBRA  1987,  Congress  ended  the  method  of 
payment  for  HME  based  on  the  reasonable  charge  methodology,  and  substituted  regional  fee  schedules  in 
its  stead.  In  OBRA  1990,  Congress  curtailed  regional  pricing  in  favor  of  a  three  year,  phased-in  national 
fee  schedule.  Because  of  the  disparities  and  numerous  flaws  in  the  Health  Care  Financing 
Administration  (HCFA)  data  used  to  calculate  the  HME  fees  originally.  Congress  rightly  viewed  that  the 
only  equitable  mechanism  to  calculate  the  new  national  fees  was  according  to  the  weighted  mean. 

We  are  now  in  the  final  year  of  phasing-in  to  the  national  fee.  Virtually  all  major  pricing  disparities 
between  Medicare  payment  amounts  in  various  states  have  now  disappeared.  To  impose  yet  another 
change  and  administrative  burden  on  carriers  and  HME  suppliers  alike  at  this  time  by  again  revising  the 
national  payment  rate  at  the  median  of  prices  for  HME  items  would  mean  going  back  into  the  old,  flawed 
HCFA  data  base  —  a  proposition  Congress  already  rejected  and,  we  believe,  should  not  revisit. 

The  Administration's  FY  1994  budget  also  would  grant  the  Secretary  of  HHS  authority  to  remove 
nebulizers  and  aspirators  from  the  ciurent  statutorily  specified  category  of  "frequent  and  substantial 
servicing"  in  the  Medicare  Part  B  DME  benefit.  When  this  issue  first  was  considered  by  Congress  last 
year,  NAMES  recommendation  was  and  still  remains  that  Congress  delay  action  on  this  provision  imtil  a 
comprehensive  study  may  be  conducted  by  HHS  and  the  HME  services  industry  to  determine  the  proper 
payment  categories  for  these  items,  so  as  to  ensiu^e  adherence  to  ongoing  patient  health  and  safety 
standards.  However,  if  there  are  to  be  any  such  changes  made.  Congress  should  require  HCFA  to 
establisli  adequate  coding  and  coverage  policies  prior  to  implementation  of  any  change.  Separate 
reimbursement  for  disposable  supplies  and  accessories  used  in  conjunction  with  these  items  also  would 
have  to  be  statutorily  defined. 

For  those  patients  with  strong  family  support  systems  or  who  otherwise  may  have  sound  physical  and 
mental  faculties,  it  may  appropriate  in  some  cases  to  allow  for  the  purchase  of  standard  nebulizers  with 
compressors.  Yet,  other  patients  who  are  more  dependent  require  regular  checks  on  even  those  more 
"standard"  items.  Only  the  physician  is  in  the  appropriate  position  to  determine  the  patient's  ability  to  use 
nebulizers  without  routine  check-ups  by  a  qualified  HME  supplier.  Since  patient  health  and  safety  is  a 
most  critical  component  and  must  remain  the  focal  point  of  our  concems,  statutory  changes  to  this  benefit 
only  should  occiu"  afler  careful  study  and  consideration. 

NAMES  also  understands  that  an  additional  provision  under  consideration  by  Congress  as  part  of  the 
FY  94  budget  contains  language  to  clarify  HHS'  authority  to  use  "inherent  reasonableness"  adjustments 
to  change  payment  amounts  for  all  HME  items.  Any  such  clarification  should  require  HHS  to  base 
"inherent  reasonableness"  decisions  on  supplier  prices  and  costs  applicable  at  the  time  the  item  is 
finished,  including  an  HME  supplier's  total  service  costs,  such  as  delivery  of  equipment,  federal 
regulations  compliance  requirements  and  similar  related  costs. 

The  HME  services  industry  also  would  like  to  note  its  opposition  to  policy  documents  issued  by  the 
Administration  in  February  1993,  which  propose  to  pennit  competitive  bidding  for  HME  and  related 
services.  Congress  should  be  concerned  that  the  HME  industry's  service  component,  so  integral  to 
ensuring  patient  health  and  safety  when  providing  needed  home  medical  equipment,  may  diminish  or 
disappear  if  competitive  bidding  for  HME  is  implemented.  For  example,  accreditation  organizations 
have  documented  deficiencies  and  a  poor  quality  of  HME  services  provided  by  many  winning  bidders 
under  the  Veterans  Administration's  (VA)  competitive  bidding  process.  Congress  should  anticipate  even 
greater  problems  if  competitive  bidding  were  applied  under  Medicare.  Only  a  few  companies  likely 
would  have  the  capital  necessary  to  expand  into  new  services  in  order  to  take  on  large  competitively  bid 
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contracts.  1  his  could  easily  lead  to  concentrations  of  Medicare's  entire  HN4E  benefit  in  the  hands  of  a 
relatively  few  suppliers. 

In  short,  all  evidence  suggests  it  is  virtually  impossible  to  design  and  administer  a  competitive 
bidding  process  without  damaging  tlie  market,  compromising  quality  and  leading  to  higher  prices  in  the 
long  run.  Ifa  winning  bid  is  awarded  solely  to  one  provider,  this  certainly  will  drive  many  small 
companies  out  of  business;  the  sole  winner  in  future  years  thus  would  have  a  considerably  reduced  level 
of  competition.  With  policymakers  now  considering  various  mechanisms  to  reform  health  care  delivery 
by  implementing  some  type  of  "managed  competition,"  it  is  illogical  to  create  a  new  scheme  at  this  time 
just  for  I IME  services  that  removes  the  entire  concept  of  competition  out  of  the  marketplace  altogether. 

As  described  in  the  Administration's  February  1993  policy  document  entitled:  "A  Vision  of  Change 
for  America,"  the  President's  FY  94  budget  also  would  emf)ower  HHS  and  HCFA  to  make  payment 
determinations  based  solely  on  undefined  "market  factors."  This  would  allow  HCFA  unfettered 
authority  to  impose  viilually  any  proposal  to  reduce  funding  for  HME,  including  many  changes  that 
Congress  already  has  considered  and  refused  to  enact  in  prior  years — without  the  benefit  of  debate  and 
discussion  in  a  Congressional  forum.  This  proposal,  originally  advanced  by  the  previous  Administration, 
was  rejected  outright  by  Congress  in  the  past.  Members  of  Congress  quite  rightly  viewed  an  absolute 
delegation  of  caile  blanche  authority  to  HCFA  to  set  Medicare  reimbursement  for  HME  at-will  in  the 
future  as  an  improper  delegation  of  legislative  authority.  We  urge  you  again  to  continue  to  reject  this 
unwise  proposal. 

As  a  supplier  who  oversees  the  provision  of  HME  services  to  countless  of  Medicare  beneficiaries  on 
a  daily  basis,  1  urge  you  to  remember  that  the  HME  services  industry  already  has  been  singled  out  among 
hciillh  care  providers  for  an  extreme,  disproportionate  level  of  reimbursement  cuts  in  the  past.  These 
reductions  have  had  a  harsh  impact  on  suppliers'  abilities  to  meet  the  needs  of  their  patients.  In  some 
instances,  1  IME  companies  either  have  been  forced  to  close  altogether  or,  at  a  minimum,  to  redefine  their 
service  capabilities,  particulariy  in  rural  areas.  In  such  cases,  Medicare  beneficiaries  have  been  placed  in 
severe  jeopardy  of  losing  access  to  critically  important  health  care  services. 

One  of  my  current  respiratory  patients,  in  fact,  was  the  unintended  victim  of  a  decision  by  a  large 
1  IME  company  to  cease  providing  high  cost/high  service  HME  in  some  areas  of  the  country.  While  it  is 
fortuitous  that  my  company  was  able  to  assume  providing  respiratory  services  and  supplies  to  this  patient 
to  enable  him  to  continue  to  stay  at  home  and  out  of  a  nursing  facility,  I  know  that  other  Medicare 
beneficiaries  have  not  been  so  lucky. 

In  closing,  NAMES  recognizes  the  difficulties  faced  by  Congress  and  this  Committee  in  developing  a 
responsible  legislative  package  that  will  reduce  the  Federal  deficit  and  still  address  America's  critical 
health  caic  needs.  At  the  same  time,  it  is  counterproductive  to  enact  legislation  which  does  not  work  to 
our  common  goals  of  allowing  people  to  be  discharged  sooner  from  an  institution  and  permitting  people 
with  scvcic  disabilities  to  lead  productive  lives.  Such  obviously  cost-effective  and  compassionate  means 
of  pioviding  health  care  in  the  home  should  be  encouraged  and  fostered  where  possible  and  clinically 
appropriate. 

HME  suppliers  do  much  more  than  just  deliver  home  medical  equipment  to  Medicare  beneficiaries 
and  others — they  work  intensively  with  physicians,  discharge  planners,  nurses,  therapists  and  other  health 
caie  professionals  as  necessary  to  select  appropriate  equipment;  set  up  the  equipment  and  educate  patients 
and  their  caregivers  on  how  to  use  the  equipment  property;  service  the  equipment  24  hours  a  day,  every 
day;  uiuleigo  rigorous  disinfection  processes  when  equipment  is  retrieved;  and  complete  expensive,  ever- 
incieasiiig  Medicare  papei'work  for  their  patients.  This  high  level  of  home  care  services  should  be 
encouraged — not  destroyed. 

1  will  be  pleased  to  answer  any  questions  you  may  have.  Thank  you  for  allowing  me  to  testify. 
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STATEMENT  OF  JOHN  M.  YARBROUGH,  PRESmENT,  AMER- 
ICAN ORTHOTIC  &  PROSTHETIC  ASSOCIATION,  AND  CHAIR- 
MAN AND  CHIEF  EXECUTIVE  OFFICER,  TRAUTMAN'S  MIN- 
NEAPOLIS ARTIFICIAL  LIMB  CO.  AND  ROCHESTER  ORTHO- 
PEDIC APPLIANCES,  MINNEAPOLIS,  MINN.,  ACCOMPANIED 
BY  DAVID  SCHULTZ 

Chairman  Stark.  Mr.  Yarbrough, 

Mr.  Yarbrough.  Thank  you,  Mr.  Chairman. 

My  name  is  John  Yarbrough.  I  am  the  president  of  the  American 
Orthotic  &  Prosthetic  Association. 

I  am  accompanied  by  an  associate,  David  Schultz.  He  is  a  cer- 
tified prosthetist/orthotist  and  a  former  officer  of  the  association. 

I  request  that  the  written  statement  of  the  AmericEin  Orthotic  & 
Prosthetic  Association,  the  American  State  of  the  Art  Prosthetic 
Association,  and  the  Amputee  CoaHtion  of  America  be  placed  in  the 
record. 

I  will  make  a  short  presentation  for  the  subcommittee  at  this 
time. 

We  appreciate  this  opportunity  to  offer  input  into  your  delibera- 
tions on  the  current  budget  proposal.  Just  a  few  words  about 
AOPA. 

We  are  a  national  membership  organization  of  allied  health  pro- 
viders who  operate  some  1,200  patient  care  facilities,  serving  the 
needs  of  physically  challenged  Americans. 

What  do  orthotists  and  prosthetists  do? 

They  evaluate  and  assess  patient's  disabilities;  design  and  fit 
braces,  orthoses,  and  artificial  limbs,  prostheses,  to  enable  phys- 
ically challenged  individuals  to  lead  independent  and  productive 
lives. 

President  Clinton  has  proposed  that  certain  investments  be  made 
today  in  order  to  save  unnecessary  and  wasteful  spending  tomor- 
row. The  benefits  of  that  philosophy  are  clearly  demonstrated  in 
the  investment  for  rehabilitation  of  individuals  with  physical  dis- 
abilities. 

We  believe  that  it  is  indisputably  obvious  that  failure  to  provide 
appropriate  braces  or  artificial  limbs  far  exceeds  the  cost  of  meet- 
ing the  needs  of  challenged  individuals.  The  price  of  failure  can  in- 
clude: State  and  Federal  assistance  for  those  who  cannot  return  to 
gainful  employment;  personal  care  for  those  who  can  no  longer  live 
independently,  and  increased  medical  care  expenditures  for  those 
whose  health  deteriorates  because  of  forced  inactivity. 

While  we  support  the  philosophy  and  intent  of  the  administra- 
tion's budget  proposal,  we  are  deeply  concerned  with  a  specific  rec- 
ommendation covering  orthotics  and  prosthetics. 

The  initial  proposal  included  in  the  DME  section  stated: 

In  addition,  the  fee  schedule  for  prosthetics  and  orthotics  would  be  ti^tened  by 
using  DME  payment  rules  with  the  national  median  as  the  limit. 

Although  the  April  8  version  of  the  budget  does  not  mention 
O&P,  we  believe  it  continues  the  past  practice  of  categorizing  O&P 
as  durable  medical  equipment. 

This  practice  has  led  to  confusion  and  serious  misunderstanding 
with  resulting  policies  and  actions  that  are  neither  appropriate  nor 
effective. 
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In  order  tx)  effectively  contain  costs  while  assuring  appropriate 
O&P  care  we  must  understand  the  nature  of  the  services  involved. 

To  do  this  it  is  crucial  that:  One,  O&P  be  recognized  by  Medicare 
as  distinct  and  separate  from  the  businesses  of  vending  and  rent- 
ing durable  medical  equipment;  and  two,  O&P  care  be  provided  by 
orthotists  and  prosthetists  certified  by  a  qualified  board. 

The  basis  for  these  positions  is:  First,  O&P  services  are  very  per- 
sonal services  delivered  only  in  response  to  a  physician's  prescrip- 
tion. Second,  professional  services  are  the  major  component  of  the 
complete  O&P  patient  care.  Third,  the  O&P  allied  health  field 
has — a  defined  body  of  clinical  and  technical  knowledge — a  core  of 
certified  practitioners  with  a  formalized  education  structure. 
Fourth,  orthotists  and  prosthetists,  as  allied  health  professionals 
regularly  participate  as  part  of  a  rehabilitation  team  with  physi- 
cians, therapists,  and  other  health  care  professionals. 

And  finally,  the  fabrication,  distribution  and  delivery  of  custom 
braces  and  artificial  limbs  are  very  different  from  durable  medical 
equipment  because  these  devices  are  not  mass  produced, 
warehoused,  vended  off  a  retail  dealer's  shelf,  rented  or  reusable  by 
multiple  users,  and  they  are  not  sold  in  volume  by  telemarketing. 

We  believe  these  facts  clearly  demonstrate  the  regulations  and 
controls  for  DME  are  not  appropriate  for  O&P,  and  are  compelling 
reasons  that  O&P  should  be  recognized  as  separate  and  distinct 
from  DME. 

In  addition,  it  would  appear  to  be  prudent  to  separate  O&P  as 
a  matter  of  sound  management  practice. 

The  practice  of  lumping  O&P  with  DME  has  resulted  in  a  lack 
of  reliable  information  and  data  needed  to  make  good  management 
decisions.  A  recent  "Home  Health  Line"  reports  that  HCFA  actuar- 
ies have  reported  that  spending  for  "orthotics  and  prosthetics"  in- 
creased by  27  percent  in  1990  and  30  percent  in  1991. 

This  report  contrasts  with  the  fact  that  Medicare  fee  updates  for 
artificial  limbs  and  braces  were  0  percent  in  1990  and  only  4.7  per- 
cent in  1991.  This  conflicting  information  suggests  that  factors 
other  than  artificial  limbs  and  braces  fee  increases  were  the  major 
cause  of  the  reported  spending  increases. 

Why  this  extreme  difference? 

Because  HCFA's  definition  of  O&P  includes  ostomy,  urological 
and  other  medical  supplies. 

Data  included  in  a  preliminary  report  from  a  GAO  study,  ordered 
by  this  subcommittee,  provides  some  useful  insight  as  to  the  pos- 
sible cause  of  those  Medicare  increases. 

A  comparison  of  spending  on  15  bigh  usage  procedural  codes  for 
the  years  1986  reveals  an  increase  of  $33.4  million  in  1991. 

GAO  examined  this  increase  and  found  that  85  percent,  some 
$28.5  million  was  attributable  to  increased  utilization — and  only  15 
percent^-or  $4.9  million — resulted  from  fee  increases. 

A  chronology  of  fee  update  adjustments  for  braces  and  artificial 
limbs  from  1983  shows  that  increases  since  1984  have  been  below 
an  average  of  3  percent  per  year.  A  figure  well  below  rates  of  infla- 
tion. 

We  recognize  that  there  is  very  limited  data  available  for  good 
policy  decisions  on  O&P,  despite  congressional  action  that  acknowl- 
edged the  separate  status  of  O&P  in  OBRA  1990. 
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The  continued  practice  of  categorizing  O&P  as  durable  medical 
equipment  has  resulted  in  a  very  limited  data  base  for  policy  deci- 
sions. This  should  be  rectified. 

In  conclusion,  we  strongly  suggest:  One,  that  O&P  be  recognized 
as  separate  and  distinct  from  DME,  and  two,  that  proper  use  of 
O&P  services  is  a  very  sound  investment  and  appropriate  utiliza- 
tion is  essential  for  effective  cost  containment  and  is  consistent 
with  the  objectives  of  the  Americans  with  Disabilities  Act. 

Again,  I  thank  the  subcommittee  for  the  opportunity  to  share  the 
views  of  the  organized  O&P  field  with  you  today  and  we  will  an- 
swer any  questions  you  may  have  at  this  time. 

[The  prepared  statement  follows:] 
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TESTIMONY  OF  JOHN  M.  YARBROUGH 
AMERICAN  ORTHOTIC  AND  PROSTHETIC  ASSOCIATION 


Good  morning.  My  name  is  John  Yarbrough  and  I  am  the  President  of 
the  American  Orthotic  and  Prosthetic  Association  (AOPA) .  I  thank 
the  Committee  for  offering  AOPA  the  opportunity  to  present  its 
views,  which  are  supported  by  the  American  State  of  the  Art 
Prosthetic  Association  (ASOTAPA)  and  the  Amputee  Coalition  of 
America,  on  the  President's  budget  proposal  and  proposals  to  modify 
Part  B  of  the  Medicare  program  relating  to  orthotics  (braces)  and 
prosthetics  (artificial  limbs)  (O&P) .  While  we  are  here  today  to 
talk  about  the  President's  budget,  we  recognize  that  this  budget 
is  also  a  vehicle  used  to  develop  and  implement  public  policy. 

AOPA  is  a  national  membership  organization  which  represents  more 
than  800  allied  health  care  provider  firms  who  provide  O&P  services 
to  individuals  with  physical  disabilities  throughout  the  United 
States.  Orthotic  and  prosthetic  practitioners  employed  by  AOPA 
member  firms  design  and  fit  orthoses  (braces)  and  prostheses 
(artificial  limbs)  which  enable  physically  challenged  individuals 
to  overcome  significant  orthopedic  conditions  and  serious  injuries 
and  return  to  active  productive  lives. 

The  Administration's  Proposals  for  Fiscal  Year  1994 

In  introducing  his  budget  this  year.  President  Clinton  stressed  the 
need  to  invest  today  to  build  a  stronger  tomorrow,  a  tomorrow  that 
does  not  demand  enormous  amounts  of  money  and  sacrifice  to  right 
pervasive  problems.  Instead,  investment  made  today  for  prevention 
and  preservation  will  build  a  strong  future,  one  not  built  upon  a 
devastatingly  weak  foundation.  We  believe  these  principles  hold 
true  for  the  successful  rehabilitation  of  individuals  who  sustain 
muscular,  skeletal  and  limb-loss  disabilities.  Specifically,  early 
investment  in  rehabilitation  that  provides  braces  and  artificial 
limbs  mainstreams  people.  Mainstreaming  entails  restoring  people 
to  their  optimum  level  of  function,  allowing  them  to  pursue 
employment  and  other  activities,  and  thus  lead  productive, 
independent  lives.  These  independent  Americans  contribute  to 
society. 

Failing  to  restore  individuals  to  their  optimum  level  of  function 
increases  dependency,  thus  limiting  their  ability  to  remain 
productive,  economically  independent  members  of  society.  This 
failure  also  increases  their  need  for  added  medical  and  social 
service  care,  and  state  and  federal  assistance  programs,  which 
impose  great  long-term  expenses  upon  society. 

To  accomplish  the  goals  of  reducing  health  care  expenditures 
tomorrow  by  providing  assistive  technology  today,  such  as  quality 
orthoses  and  prostheses,  it  is  crucial  that  O&P  care  is: 

1.  recognized  by  Medicare  as  distinct  and  separate  from  the 
vending  and  renting  of  durable  medical  equipment;  and, 

2.  provided  by  qualified  practitioners  certified  by  the 
American  Board  for  Certification  in  Orthotics  and 
Prosthetics. 

Separation  of  OtP  from  DME  and  Oualificationa  of  Providers 

In  the  past,  confusion  has  arisen  over  the  definition  of  orthotics 
and  prosthetics.  WJiile  in  a  limited  sense  the  definition  of 
orthotics  and  prosthetics  has  been  addressed  by  Congress,  the 
results  have  been  very  broad  and  have  included  a  number  of  items 
not  characteristic  of  O&P  care.  To  clarify  this  confusion,  the 
organized  field  of  O&P  is  strictly  defining  orthotics  as  "braces" 
and  prosthetics  as  "artificial  limbs",  and  proposes  that  Congress 
do  the  same. 

Orthotics  and  prosthetics  are  inherently  different  from  durable 
medical  equipment  (DME)  in  that  O&P  health  care  "services"  are 
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highly  individualized  to  specific  patient  needs,  and  are  as  much 
a  professional  "service"  as  a  "product" .  The  "product"  element  of 
the  O&P  practice  is  only  part  of  the  total  package  of  treatment 
provided  by  an  O&P  practitioner,  and  reimbursement  for  the  service 
element  is  specifically  included  in  O&P's  Medicare  reimbursement 
codes.  O&P  devices  are  generally  custom-fabricated  and  custom- 
fit  for  each  individual,  unlike  DME  products,  which  are  rentable 
and  reusable  by  other  individuals. 

Approximately  2,700  certified  practitioners  provide  artificial 
limbs  and  braces  that  are  designed  in  response  to  a  physician's 
prescription  and  meet  the  unique  needs  of  the  individual  with 
disabilities.  O&P  patient  health  care  services  include  the 
evaluation  and  assessment  of  the  disability,  consultation  with  an 
attending  physician,  design  and  fabrication  of  an  orthotic  or 
prosthetic  device,  along  with  the  fitting  and  orientation  to  the 
appropriate  care  and  use  of  the  device. 

Further,  the  O&P  profession  is  completely  different  from  DME  in 
that  O&P  has  a  defined  body  of  clinical  and  technical  knowledge, 
and  a  core  of  specially  credentialed  practitioners,  with  formalized 
education  provided  by  well-established  post-baccalaureate  education 
programs  offered  at  eight  major  American  universities. 

It  is  important  to  note  that  these  significant  differences  between 
O&P  and  DME  were  recognized  by  Congress  in  the  Omnibus  Budget 
Reconciliation  Act  of  1990  (OBRA  '90).  In  practice,  however,  the 
statutory  separation  has  been  in  name  only,  as  no  meaningful 
separation  in  the  treatment  of  O&P  has  occurred  with  respect  to  the 
Health  Care  Finance  Administration's  (HCFA's)  philosophical  and 
financial  practices.  The  past  practice  of  continuing  to 
inappropriately  group  O&P  with  DME,  despite  the  OBRA  '90 
recognition  of  separation,  has  resulted  in  widespread  confusion  and 
limited  understanding  of  this  small  but  critical  component  of 
rehabilitation  in  the  health  care  delivery  system. 

The  President's  1994  budget  proposes  to  once  again  treat  O&P 
services  the  same  as  DME  by  inappropriately  placing  O&P's  highly 
specialized  patient  services  with  a  group  of  apparatus  providers 
who  primarily  sell  or  rent  products  to  support  certain  treatment 
modalities.  We  believe  that  this  approach  is  not  a  step  in  the 
right  direction  and  strongly  support  the  separate  treatment  of  O&P 
from  DME  for  coverage  and  reimbursement  in  the  Medicare  program. 

Congressional  Proposals  Pertaining  to  o&p  and  DME 

There  are  several  proposals  in  Congress  that  address  fraud  and 
abuse  which  are  believed  to  be  rampant  in  the  delivery  of  DME 
products.  The  organized  field  of  O&P  supports  these  efforts  to 
eradicate  fraud  and  abuse,  but  does  not  believe  these  proposals  are 
applicable  to  the  O&P  field,  because,  as  previously  discussed,  the 
delivery  of  O&P  health  care  services  is  inherently  different  from 
the  provision  of  DME. 

Conditions  of  Coverage 

The  second  area  that  is  crucial  for  helping  to  reduce  health  care 
expenditures  is  conditions  of  coverage.  To  ensure  that  all 
Medicare  patients  enjoy  quality  O&P  care,  the  organized  O&P  field 
supports  establishing  conditions  of  coverage.  While  the  Medicare 
billing  system  was  designed  to  permit  fair  and  equitable 
reimbursement  of  O&P  devices  and  services,  these  codes  are  used, 
not  only  by  O&P  professionals,  but  by  apparatus  providers  who  ^2 
nfit  provide  the  same  product/ service  combination  as  O&P 
practitioners.  This  has  created  significant  and  unintended 
problems  in  Medicare  reimbursement  of  O&P  services,  and  may 
contribute  to  DME  fraud  and  abuse.  Since  O&P  practitioners  are 
generally  not  subject  to  state  licensure,  O&P  provider  numbers  and 
codes  may  be  accessed  by  virtually  anyone. 
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Although  OiP  practitioners  provide  health  care  products  and 
services  for  which  they  are  highly  trained  and  certified,  the 
Medicare  program  has  no  conditions  of  coverage  for  O&P  services, 
as  it  does  for  similar  services,  such  as  those  of  physical 
therapists.  Such  an  omission  puts  individuals  with  disabilities 
at  risk  through  exposure  to  unqualified  practitioners.  To  address 
this,  the  organized  field  of  OiP  recommends  that  conditions  for 
coverage  be  established  under  Medicare  for  the  provision  of  O&P 
products  and  services.  This  measure  would  serve  to  promote  the 
quality  control  of  O&P  health  services  provided  to  Medicare 
beneficiaries.  A  definitional  standard  similar  to  the  one  used  by 
HCFA  for  physical  therapists  could  easily  be  incorporated  into  HCFA 
administrative  policies.  This  measure  could  be  accomplished  in  the 
context  of  the  budget  proposal. 

Such  conditions  for  coverage  also  compliment  President  Clinton's 
goal  of  investing  today,  in  this  case  investing  in  the  recognition 
of  quality  care,  to  ensure  less  expenditure  tomorrow.  Further,  the 
creation  of  conditions  of  coverage  for  O&P  services  under  Medicare 
would  greatly  benefit  the  Medicare  beneficiary  as  well  as  HCFA, 
thereby  establishing  high  standards  for  quality  care. 

Conclusion 


It  is  my  hope  that  this  testimony  has  demonstrated  that  the 
organized  field  of  O&P  has  acted  responsibly  with  respect  to  the 
delivery  of  health  care  in  the  past  and  has  not  significantly 
contributed  to  spiralling  health  care  costs,  and  more  specifically, 
has  not  contributed  to  inflation  that  results  from  DME  fraud  and 
abuse.  For  example,  it  is  important  to  note  that  the  O&P  field: 
CAN  MOT  AKD  DOES  MOT  market  artificial  limbs  and  braces  through 
unsolicited  telephone  calls;  CAM  NOT  AMD  DOES  MOT  sell  artificial 
limbs  and  braces  to  individuals  who  do  not  need  them;  CAN  MOT  AMD 
DOES  MOT  engage  in  carrier  shopping;  and,  CAM  NOT  AND  DOES  MOT 
provide  unnecessary  tests  to  bilk  Medicare.  Therefore,  using 
generic  methods  of  curbing  fraud  and  abuse  in  DME  inadvertently 
makes  it  impossible  for  responsible  O&P  practitioners  to  provide 
devices  that  are  functionally  appropriate  rather  than  just 
medically  necessary.  Once  again,  functional  necessity  is  a  cost- 
effective  investment  made  today  to  assure  an  independent  and 
productive  future  for  the  physically  challenged. 

Attempts  to  reduce  or  restrict  reimbursement  for  O&P  services  would 
significantly  impact  the  profession  adversely.  To  illustrate, 
increases  in  reimbursement  for  O&P  practitioners  over  the  last  ten 
years  have  totalled  no  more  than  twelve  percent  (12%)  ,  at  times  as 
low  as  zero,  and  never  more  than  five  percent  annually.  These 
limited  increases  in  Medicare  reimbursement  have  been  difficult  to 
sustain  since  O&P  practitioners  have  no  control  over  the  costs  of 
their  components.  Should  a  component  increase  in  cost  by  15 
percent  from  manufacturers,  the  O&P  provider  can  not  pass  the 
increase  to  medicare  or  the  patient,  but  must  cover  this  increase 
within  the  allowed  reimbursement  amount  for  the  finished  O&P  device 
and  service. 

Finally,  because  the  population  that  uses  O&P  devices  and  services 
is  so  limited  when  compared  to  the  entire  health  care  delivery 
system,  it  is  impossible  to  recapture  production  and  research  costs 
through  economies  of  scale,  as  other  products  in  the  marketplace 
often  do.  In  this  regard,  O&P  has  problems  similar  to  the  orphan 
drug  industry. 

Quality  O&P  services,  which  are  investments  in 
rehabilitation/preventive  care  that  save  money  on  expensive 
treatments  in  the  future,  are  a  natural  precursor  to  the  goals 
embodied  in  the  American  with  Disabilities  Act  (ADA) .  Enabling 
people  with  disabilities  to  reenter  the  mainstream  of  American 
society  through  assistive  technology  and  devices  is  the  vehicle 
upon  which  the  spirit  of  the  ADA  will  be  fulfilled.  In  order  for 
O&P  practitioners  to  continue  providing  quality  care  to  amputees 
and  others  with  disabilities,  the  O&P  field  must  be  recognized  for 
the  customized  and  individualized  services  they  provide  and  be 
treated  distinct  and  separate  from  durable  medical  equipment. 

Once  again,  I  thank  you  for  this  opportunity  to  share  the  views  of 
the  organized  field  of  O&P  with  you  today  and  am  pleased  to  answer 
any  questions  you  may  have  at  this  time. 
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Chairman  Stark.  Thank  you,  Mr.  Yarbrough. 
We  have  two  votes  that  will  come  back  to  back.  I  will  recess  for 
approximately  15  minute. 
I  hope  by  the  end  of  the  half  hour  we  can  resume  the  hearing. 
[Recess.] 

STATEMENT  OF  ALAN  K.  PARVER,  PRESIDENT,  NATIONAL 
ALLIANCE  FOR  INFUSION  THERAPY 

Chairman  Stark.  Mr.  Parver,  please  proceed. 

Mr.  Parver.  Good  afternoon,  Mr.  Chairman,  and  members  of  the 
subcommittee.  My  name  is  Alan  Parver,  and  I  am  the  president  of 
the  National  Alliance  for  Infusion  Therapy.  The  members  of  NATT 
are  national  providers  of  home  and  alternate  site  infusion  therapy, 
which  includes  parenteral  and  enteral  nutrition,  as  well  as  national 
manufacturers  of  the  supplies,  drugs,  and  equipment  used  in  the 
provision  of  these  therapies. 

I  appreciate  the  opportunity  to  appear  before  this  subcommittee 
to  discuss  the  administration  s  Medicare  budget  proposal  as  it  re- 
lates to  parenteral  and  enteral  nutrition. 

I  would  like  to  comment  on  the  prior  hearing  and  State  that  we, 
too,  support  H.R,  345  for  reasons  I  would  be  happy  to  elaborate  on, 
if  you  wish. 

Parenteral  and  enteral  nutrition  are  covered  under  the  prosthetic 
device  benefit  of  part  B  of  the  Medicare  program.  Pajmdent  for 
these  therapies  is  calculated  according  to  the  lowest  charge  level 
methodology  as  mandated  by  Congress  in  OBRA  1986. 

The  administration  has  sent  to  Congress  a  proposal  to  "establish 
a  fee  schedule  to  pay  for  parenteral  and  enteral  nutrients  and  sup- 
plies, and  to  pay  for  parenteral  and  enteral  equipment  under  the 
same  fee  schedule  and  methodology  used  for  DME,"  HCFA  has  sub- 
mitted this  same  proposal  in  various  forms  in  1989,  1990,  1991  and 
1992,  and  it  has  been  rejected  by  Congress  each  time.  We  urge 
Congress  to  reject  it  again  in  1993. 

In  explaining  our  opposition  to  this  proposal,  it  may  be  useful  if 
I  summarize  briefly  what  parenteral  and  enteral  nutrition  are. 
These  therapies  are  among  the  most  complex  treatments  offered  to 
Medicare  patients  outside  of  acute  care  institutions. 

Until  the  mid-1970s,  these  were  considered  strictly  inpatient 
therapies,  but  advances  in  technology,  experience,  and  training 
now  enable  Medicare  beneficiaries  with  severe  nutrition-related 
disorders  to  receive  nutritional  support,  safety  and  cost-effectively, 
in  the  comfort  of  their  homes. 

Parenteral  nutrition  is  indicated  for  those  patients  whose  diges- 
tive system  does  not  permit  the  absorption  of  nutrients  sufficient 
to  maintain  adequate  strength  and  weight.  In  other  words,  these 
patients  are  in  danger  of  starving  or  suffering  other  debilitating  ef- 
fects of  malnutrition. 

Patients  on  parenteral  nutritional  therapy  receive  their  daily  nu- 
tritional needs  in  a  liquid  solution  pumped  into  a  vein  through  a 
surgicially-inserted  venous  catheter  or  other  vascular  access  device. 

Parenteral  patients  include  those  suffering  from  Crohn's  disease, 
short-bowel  syndrome,  bowel  obstruction,  severe  bums, 
malabsorption  syndrome,  pancreatitis,  cancer,  ulcerative  colitis, 
and  AIDS-related  malnutrition. 
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Enteral  nutritional  therapy  involves  tube  feeding  directly  into 
the  patient's  stomach  or  intestine.  It  is  indicated  for  patients  whose 
digestive  system  functions  normally  but  who  are  unable  to  swallow, 
or  who  have  a  gastric  obstruction  or  who  cannot  otherwise  ingest 
adequate  amounts  of  food  and  fluids  by  mouth. 

Common  causes  of  these  conditions  include  major  surgery  of  the 
gastrointestinal  tract,  mechanical  obstruction  or  malfunction 
caused  by  cancer  or  stroke,  a  comatose  state,  or  Alzheimer's  dis- 
ease. Many  enteral  nutrition  patients  have  neurological  disorders 
which  prevent  the  oral  intake  of  food. 

The  provision  of  parenteral  and  enteral  nutrition  requires  clinical 
expertise.  Individual  prescriptions  for  parenteral  solutions  are 
compounded  under  sterile  conditions  by  pharmacists  trained  in 
sterile  compounding. 

Enteral  nutrition  formulas  ordinarily  are  premixed  by  the  manu- 
facturer and  not  by  a  pharmacist. 

The  pharmacist  works  closely  with  the  other  members  of  the  care 
team — the  physician,  nurse,  sometimes  a  dietitian,  support  and  de- 
livery personnel — to  carry  out  the  physician's  orders  and  to  respond 
to  complications  if  they  arise.  Patient  response  to  therapy  is  mon- 
itored by  lab  tests,  and  the  pharmacist  works  with  the  physician 
to  alter  the  solution  if  necessary  to  achieve  the  desired  therapeutic 
results. 

Prescriptions  are  prepared  on  a  patient-specific  basis,  with 
changes  in  prescriptions  occurring  as  often  as  weekly. 

Nurses  spend  significant  amounts  of  time  with  patients,  both  in 
person  and  by  telephone.  They  train  patients  and  their  care  part- 
ners on  how  to  administer  the  solution,  and  teach  them  to  care  for 
the  catheter  side  so  as  to  prevent  infection. 

During  the  first  months  of  therapy,  the  nurse  may  be  in  daily 
contact  with  the  patient.  The  nurse  and  the  pharmacist  are,  in  ef- 
fect, the  front  line  personnel  upon  whom  the  patient  relies  for  in- 
struction, evaluation,  advice,  troubleshooting,  and  reassurance. 

At  this  point,  Mr.  Chairman,  there  is  no  question  as  to  the  neces- 
sity of  these  services.  We  urge  the  subcommittee  to  review  a  recent 
report  from  the  Congressional  Office  of  Technology  Assessment,  en- 
titled: "Home  Drug  Therapy  Under  Medicare."  That  report  spells 
out  quite  clearly  the  need  for  specially  trained  nurses  and  phar- 
macists in  the  provision  of  the  infusion  therapies. 

Accreditation  standards  of  the  Joint  Commission  on  the  Accredi- 
tation of  Healthcare  Organizations,  and  quality  guidelines  devel- 
oped by  the  American  Society  for  Parenteral  and  Enteral  Nutrition 
as  well  as  by  NAIT,  also  described  in  detail  the  need  and  scope  of 
those  services. 

Having  described  the  therapies,  I  would  like  to  discuss  the  seri- 
ous problems  we  see  with  the  administration's  proposal.  While  the 
Medicare  statute  and  regulations  are  silent  on  the  subject,  HCFA 
interprets  the  prosthetic  device  benefit  as  covering  only  the  nutri- 
ents, supplies,  and  equipment,  thus  precluding  coverage  of  the 
nursing  and  pharmacy  services  that  are  integral  to  the  provision 
of  parenteral  and  enteral  nutrition. 

It  is  not  surprising  that  a  payment  methodology  that  reflects 
costs  which  HCFA  does  not  want  to  recognize  would  be  viewed  as 
"excessive"  by  HCFA. 
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Unfortunately,  if  only  nutrients,  supplies  and  equipment  were 
provided  to  Medicare  patients  receiving  either  parenteral  or  enteral 
nutrition,  there  would  be  serious,  possibly  life-threatening,  con- 
sequences for  those  patients. 

HCFA  would  like  to  develop  a  fee  schedule  that  does  not  reflect 
any  of  the  nursing  and  pharmacy  services  involved  in  the  safe  and 
effective  provision  of  therapy.  This  proposal  is  simply  at  odds  with 
how  parenteral  and  enteral  nutritional  therapies  are  actually  pro- 
vided, or  should  be  provided,  especially  to  the  frail  elderly  popu- 
lation that  comprise  much  of  the  Medicare  PEN  patient  population. 

We  believe  HCFA  has  to  focus  on  how  at  risk  patients  are  to  in- 
fection and  other  problems.  This  proposal  would  not  simply  reduce 
Medicare  expenditures  for  parenteral  and  enteral  nutrition,  it 
would  also  redefine  these  therapies  so  that  HCFA,  as  a  regulatory 
agency,  would  not  need  to  address  issues  pertaining  to  the  clinical 
services  and  to  the  quality  of  care  provided  to  Medicare  PEN  bene- 
ficiaries. 

We  urge  Congress  to  protect  Medicare  beneficiaries  fi-om  this  ill- 
considered  proposal. 

The  current  payment  methodology  is  not  perfect  by  any  means, 
but  it  is  based  on  charge  data  collected  in  1986  which  at  least  indi- 
rectly reflect  the  costs  associated  with  the  pharmacy  and  nursing 
services  provided  to  parenteral  and  enteral  nutrition  patients.  Pay- 
ment rate  increases  are  limited  by  the  CPI-Urban  Index,  and  Con- 
gress has  frozen  payment  rates  twice  since  1987. 

We  recognize  that  the  Federal  budget  approved  by  Congress  calls 
for  significant  Medicare  reductions,  and  we  are  prepared  to  work 
with  this  subcommittee  and  the  entire  Congress  in  identifying  how 
fair  and  proportionate  cuts  can  be  achieved. 

For  the  reasons  I  have  described,  however,  HCFA's  particular 
proposal  is  neither  reasonable  nor  fair.  Despite  its  proposal,  we 
suspect  that  HCFA  still  would  want  the  necessary  nursing  and 
pharmacy  services  to  be  provided  to  Medicare  beneficiaries,  and 
would  rely  on  the  good  faith  of  providers  to  continue  to  render 
these  services  even  as  it  seeks  policies  that  imply  those  services  do 
not  exist  or  are  not  necessary. 

Chairman  Stark.  Thank  you. 

[The  prepared  statement  follows:] 
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TESTIMONY  OF  ALAN  K.  PARVER 
NATIONAL  ALLIANCE  FOR  INFUSION  THERAPY 

Good  morning,  Mr.  Chairman  and  members  of  the  Subcommittee. 
My  name  is  Alan  Parver,  and  I  am  the  president  of  the  National 
Alliance  for  Infusion  Therapy.   The  members  of  NAIT  are  national 
providers  of  home  and  alternate  site  infusion  therapy,  which 
includes  parenteral  and  enteral  nutrition,  as  well  as  national 
manufacturers  of  the  supplies,  drugs,  and  equipment  used  in  the 
provision  of  these  therapies.   I  appreciate  the  opportunity  to 
appear  before  this  Subcommittee  to  discuss  the  Administration's 
Medicare  budget  proposal  as  it  relates  to  parenteral  and  enteral 
nutrition. 

Parenteral  and  enteral  nutrition  are  covered  under  the 
prosthetic  device  benefit  of  Part  B  of  the  Medicare  program. 
Payment  for  these  therapies  is  calculated  according  to  the  lowest 
charge  level  methodology  as  mandated  by  Congress  in  OBRA  1986. 

The  Administration  has  sent  to  Congress  a  proposal  to 
"establish  a  fee  schedule  to  pay  for  parenteral  and  enteral 
nutrients  and  supplies,  and  to  pay  for  parenteral  and  enteral 
equipment  under  the  same  fee  schedule  and  methodology  used  for 
DME."   HCFA  has  submitted  this  same  proposal  in  various  forms  in 
1989,  1990,  1991,  and  1992,  and  it  has  been  rejected  by  Congress 
each  time.   We  urge  Congress  to  reject  it  again  in  1993. 

In  explaining  our  opposition  to  this  proposal,  it  may  be 
useful  if  I  summarize  briefly  what  parenteral  and  enteral 
nutrition  are.   These  therapies  are  among  the  most  complex 
treatments  offered  to  Medicare  patients  outside  of  acute  care 
institutions.   Until  the  mid  1970s,  these  were  considered 
strictly  inpatient  therapies,  but  advances  in  technology, 
experience,  and  training  now  enable  Medicare  beneficiaries  with 
severe  nutrition-related  disorders  to  receive  nutritional 
support,  safely  and  cost-effectively,  in  the  comfort  of  their 
homes . 

Parenteral  nutrition  is  indicated  for  those  patients  whose 
digestive  system  does  not  permit  the  absorption  of  nutrients 
sufficient  to  maintain  adequate  strength  and  weight.  In  other 
words,  these  patients  are  in  danger  of  starving  or  suffering 
other  debilitating  effects  of  malnutrition.   Patients  on 
parenteral  nutritional  therapy  receive  their  daily  nutritional 
needs  for  carbohydrates,  proteins,  vitamins,  minerals,  trace 
elements,  fats  and  other  nutrients  in  a  liquid  solution  pumped 
into  a  vein  through  a  surgically  inserted  venous  catheter  or 
other  vascular  access  device. 

Parenteral  patients  include  those  suffering  from  Crohn's 
disease,  short-bowel  syndrome,  bowel  obstruction,  severe  burns, 
malabsorption  syndrome,  pancreatitis,  cancer,  ulcerative  colitis, 
and  AIDS-related  malnutrition. 

Enteral  nutritional  therapy  involves  tube  feeding  directly 
into  the  patient's  stomach  or  intestine.   It  is  indicated  for 
patients  whose  digestive  system  functions  normally  but  who  are 
unable  to  swallow,  or  who  have  a  gastric  obstruction  or  who 
cannot  otherwise  ingest  adequate  amounts  of  food  and  fluids  by 
mouth.   Common  causes  of  these  conditions  include  major  surgery 
of  the  gastrointestinal  tract,  mechanical  obstruction  or 
malfunction  caused  by  cancer  or  stroke,  a  comatose  state,  or 
Alzheimer's  disease.   Many  enteral  nutrition  patients  have 
neurological  disorders  which  prevent  the  oral  intake  of  food. 

The  provision  of  parenteral  and  enteral  nutrition  requires 
clinical  expertise.   Individual  prescriptions  for  parenteral 
solutions  are  compounded  under  sterile  conditions  by  pharmacists 
trained  in  sterile  compounding.   Enteral  nutrition  formulas 
ordinarily  are  premixed  by  the  manufacturer  and  not  by  a 
pharmacist. 
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The  pharmacist  works  closely  with  the  other  members  of  the 
care  team  -  the  physician,  nurse,  sometimes  a  dietitian,  support 
and  delivery  personnel  -  to  carry  out  the  physician's  orders  and 
to  respond  to  complications  if  they  arise.   Patient  response  to 
therapy  is  monitored  by  lab  tests,  and  the  pharmacist  works  with 
the  physician  to  alter  the  solution  if  necessary  to  achieve  the 
desired  therapeutic  results.   Prescriptions  are  prepared  on  a 
patient-specific  basis,  with  changes  in  prescriptions  occurring 
as  often  as  weekly. 

Nurses  spend  significant  amounts  of  time  with  patients,  both 
in  person  and  by  telephone.   They  train  patients  and  their  care 
partners  on  how  to  administer  the  solution,  and  teach  them  to 
care  for  the  catheter  site  so  as  to  prevent  infection.   During 
the  first  months  of  therapy,  the  nurse  may  be  in  daily  contact 
with  the  patient.   The  nurse  and  the  pharmacist  are,  in  effect, 
the  front  line  personnel  upon  whom  the  patient  relies  for 
instruction,  evaluation,  advice,  trouble-shooting,  and 
reassurance. 

There  is  no  question  as  to  the  necessity  of  these  services. 
We  urge  the  Subcommittee  to  review  a  recent  report  from  the 
Congressional  Office  of  Technology  Assessment,  entitled  Home  Drug 
Therapy  Under  Medicare.   That  report  spells  out  quite  clearly  the 
need  for  specially  trained  nurses  and  pharmacists  in  the 
provision  of  the  infusion  therapies.   Accreditation  standards  of 
the  Joint  Commission  on  the  Accreditation  of  Healthcare 
Organizations,  and  quality  guidelines  developed  by  the  American 
Society  for  Parenteral  and  Enteral  Nutrition  as  well  as  by  NAIT, 
also  describe  in  detail  the  need  and  scope  of  those  services. 

Having  described  the  therapies,  I  would  like  to  discuss  the 
serious  problems  we  see  with  the  Administration's  proposal. 
While  the  Medicare  statute  and  regulations  are  silent  on  the 
subject,  HCFA  interprets  the  prosthetic  device  benefit  as 
covering  onlv  the  nutrients,  supplies,  and  equipment,  thus 
precluding  coverage  of  the  nursing  and  pharmacy  services  that  are 
integral  to  the  provision  of  parenteral  and  enteral  nutrition. 
Its  current  proposal  reflects  that  position.   It  is  not 
surprising  that  a  payment  methodology  that  reflects  costs  which 
HCFA  does  not  want  to  recognize  would  be  viewed  as  "excessive"  by 
HCFA.   Unfortunately,  if  only  nutrients,  supplies  and  equipment 
were  provided  to  Medicare  patients  receiving  either  parenteral  or 
enteral  nutrition,  there  would  be  serious,  possibly  life- 
threatening,  consequences  for  those  patients. 

HCFA  would  like  to  develop  a  fee  schedule  that  does  not 
reflect  any  of  the  nursing  and  pharmacy  services  involved  in  the 
safe  and  effective  provision  of  therapy.   This  proposal  is  simply 
at  odds  with  how  parenteral  and  enteral  nutritional  therapies  are 
actually  provided,  or  should  be  provided,  especially  to  the  frail 
elderly  population  that  comprise  much  of  the  Medicare  PEN  patient 
population.   We  believe  HCFA  has  not  focused  on  how  at  risk 
patients  are  to  infection  and  other  problems.   This  proposal 
would  not  simply  reduce  Medicare  expenditures  for  parenteral  and 
enteral  nutrition,  it  would  also  redefine  these  therapies  so  that 
HCFA,  as  a  regulatory  agency,  would  not  need  to  address  issues 
pertaining  to  the  clinical  services  and  to  the  quality  of  care 
provided  to  Medicare  PEN  beneficiaries.   We  urge  Congress  to 
protect  Medicare  beneficiaries  from  this  ill-considered  proposal. 

The  current  payment  methodology  is  not  perfect  by  any  means, 
but  it  is  based  on  charge  data  collected  in  1986  which  at  least 
indirectly  reflect  the  costs  associated  with  the  pharmacy  and 
nursing  services  provided  to  parenteral  and  enteral  nutrition 
patients.   Payment  rate  increases  are  limited  by  the  CPI-Urban 
Index,  and  Congress  has  frozen  payment  rates  twice  since  1987. 
In  practice,  this  methodology  has  operated  as  a  fee  schedule, 
wherein  a  provider's  actual  or  customary  charges  are  relevant 
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only  in  situations  where  those  charges  are  lower  than  the  lowest 
charge  level  payment  rate. 

Part  of  the  problem  is  that  the  prosthetic  device  benefit  is 
not  a  very  appropriate  coverage  vehicle  for  parenteral  and 
enteral  nutrition.   If  the  Medicare  home  infusion  therapy  benefit 
had  not  been  repealed  when  the  Medicare  Catastrophic  Coverage  Act 
was  repealed,  we  would  have  a  separate  benefit  that  clearly 
spells  out  all  that  is  involved  in  the  provision  of  PEN  therapy. 
While  this  issue  is  not  before  the  Subcommittee  today,  we  support 
re-enactment  of  that  benefit  as  the  most  logical,  fair,  and 
straight-forward  means  of  regulating  all  of  the  infusion 
therapies . 

It  is  important  to  note  that  most  Medicare  PEN  patients  do 
not  qualify  for  nursing  care  under  the  Medicare  home  health 
benefit  because  they  do  not  meet  the  homebound  requirement  of 
that  benefit.   One  of  our  members,  a  large  Medicare-certified 
home  health  agency,  reports  that  of  its  Medicare  PEN  patient 
population,  only  10%  of  those  patients  are  on  average  eligible 
for  services  under  the  home  health  benefit.   Information  from  our 
other  provider  members  supports  these  findings.   Clearly,  the 
existence  of  the  Medicare  home  health  benefit  does  not  justify 
the  eradication  of  services  from  the  PEN  payment  methodology. 

We  recognize  that  the  federal  budget  approved  by  Congress 
calls  for  significant  Medicare  reductions,  and  we  are  prepared  to 
work  with  this  Subcommittee  and  the  entire  Congress  in 
identifying  how  fair  and  proportionate  cuts  can  be  achieved.   For 
the  reasons  I  have  described,  however,  HCFA's  particular  proposal 
is  neither  reasonable  nor  fair.   Despite  its  proposal,  we  suspect 
that  HCFA  still  would  want  the  necessary  nursing  and  pharmacy 
services  to  be  provided  to  Medicare  beneficiaries,  and  would  rely 
on  the  good  faith  of  providers  to  continue  to  render  these 
services  even  as  it  seeks  policies  that  imply  those  services  do 
not  exist  or  are  not  necessary. 

We  also  oppose  the  proposal  to  subject  parenteral  and 
enteral  equipment  to  the  DME  fee  schedule.   This  policy  change 
would  in  effect  separate  parenteral  and  enteral  pumps  from  the 
other  components  of  PEN  therapy  for  the  purposes  of  payment. 
HCFA  sought  this  statutory  change  in  1989  and  1992,  and  we 
believe  Congress  should  continue  to  reject  this  idea. 

HCFA  contends  that  PEN  pumps  are  comparable  to  the  items 
subject  to  the  DME  fee  schedule.   Of  course,  PEN  pumps  may  be 
classified  as  equipment,  but  that  alone  does  not  mean  that  they 
fit  well  within  the  DME  fee  schedules.   As  noted  earlier, 
parenteral  and  enteral  nutrition  are  complex,  invasive  therapies, 
of  which  the  pumps  are  a  significant  part.   Coverage  for  either 
parenteral  or  enteral  nutrition  is  not  based  on  the  use  of  a  pump 
or  any  item  contained  in  the  DME  fee  schedules.   Rather,  it  is 
based  on  a  particular  patient's  need  for  nutritional  therapy  to 
avoid  malnutrition.   PEN  pumps  are  used  in  conjunction  with  a 
variety  of  medical  services,  supplies,  nutrients,  and  equipment, 
as  dictated  by  the  demands  of  the  treatment  regimen  for  a 
particular  patient. 

We  believe  PEN  pumps  should  be  categorized,  covered,  and 
reimbursed  as  what  they  are  -  integrated  components  of  the 
provision  of  PEN  therapy.   There  is  no  public  purpose  served  by 
severing  the  pumps  away  from  the  other  aspects  of  PEN  therapy, 
for  either  coverage  or  reimbursement  purposes.   As  with  the  other 
aspects  of  PEN  therapy,  reimbursement  for  PEN  pumps  has  been 
settled  for  years,  due  to  the  1986  enactment  of  legislation 
mandating  the  use  of  the  lowest  charge  level  methodology.   As  I 
noted  earlier,  annual  increases  in  reimbursement  are  limited  by 
the  application  of  the  inflation-indexed  charge  limit.   In  1989, 
Congress  imposed  a  ceiling  on  the  number  of  months  Medicare  will 
pay  for  the  rental  of  these  pumps.   In  short,  there  currently 
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exists  a  national  payment  ceiling  for  both  monthly  rentals  and 
pvunp  purchases.   We  strongly  believe  there  is  no  reasonable 
justification  for  subjecting  PEN  pumps  to  another  payment 
methodology. 

He  believe  we  should  be  working  to  integrate  therapies,  not 
fragment  them  as  HCFA's  proposal  would  do.   Many  of  the  problems 
PEN  providers  face  today  stem  from  the  fact  that  we  do  not  have  a 
comprehensive,  integrated  benefit  that  details  all  of  the 
services  used  in  the  provision  of  therapy.   Further  fragmenting 
PEN  will  only  exacerbate  those  problems,  and  continue  the 
confusion  as  to  how  the  therapies  should  be  provided. 

Hy  final  comment  concerns  the  impact  of  the  changes  sought 
by  HCFA.   While  they  are  quite  technical  in  nature,  they  have 
ramifications  far  beyond  the  Medicare  progreun.   As  the  health 
reform  debate  moves  ahead  in  the  coming  weeks  and  months,  there 
will  be  intensive  scrutiny  of  existing  coverage  and  payment 
mechanisms  that  may  serve  as  models  for  a  new  health  system.   A 
Medicare  model  for  parenteral  and  enteral  nutrition  that  has 
excluded  any  reference  to  or  accommodation  of  the  clinical 
services  may  become  the  standard  under  the  reformed  health  care 
system.   This  would  not  be  in  the  best  interests  of  the  future 
patients,  both  young  and  old,  who  may  be  in  need  of  PEN  therapy. 
Existing  quality  assurance  mechanisms  may  be  ignored  by 
policymakers  if  PEN  becomes  regulated  as  an  equipment-driven  area 
of  therapy.   We  urge  Congress  to  consider  these  consequences  in 
its  consideration  of  the  Administration's  proposal. 

Thank  you  for  the  opportunity  to  address  the 
Administration's  proposal.   I  would  be  happy  to  answer  any 
questions  you  may  have. 

STATEMENT  OF  IRENE  PAIGE,  R.N.,  AMERICAN  ASSOCIATION 
FOR  CONTINUITY  CARE,  ON  BEHALF  OF  THE  HOME  CARE 
COALITION 

Chairman  Stark.  Mrs.  Paige. 

Ms.  Paige.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman  and  members  of  the  committee,  my  name  is  Irene 
Paige,  and  I  am  representing  the  Home  Care  CoaHtion.  I  am  a  reg- 
istered nurse,  a  specialist  in  discharge  planning,  I  am  the  continu- 
ing care  coordinator  at  the  George  Washington  University  Medical 
Center,  in  addition,  I  am  an  active  member  of  the  American  Asso- 
ciation of  Continuity  of  Care. 

The  Home  Care  Coalition  is  a  broad  based  coalition  of  national 
associations  that  believe  home  care  is  a  vital  component  of  a  cost- 
effective  health  care  system.  The  coalition  came  together  in  Janu- 
ary 1991,  to  communicate  the  positive  aspects  of  home  medical 
equipment,  supplies  and  services,  and  to  explain  to  Congress  and 
health  policy  analysts  that  cuts  in  the  Medicare  part  B  home  medi- 
cal equipment  benefit  will  adversely  affect  Medicare  beneficiaries. 

Mr.  chairman,  my  nursing  practice  in  discharge  planning  at  the 
GWU  Medical  Center  requires  me  to  balance  the  need  to  reduce 
the  length  of  stay  for  patients  with  the  patient's  needs  for  care  and 
the  capability  to  have  that  care  provided  at  home.  During  the 
1980's,  I  observed  that  home  care  companies  developed  and  main- 
tained a  level  of  performance  that  allowed  consumers  and  profes- 
sionals like  me  to  achieve  a  high  level  of  confidence  in  the  quality 
and  availability  of  home  care. 

The  support  services  that  are  incorporated  into  the  Medicare 
home  medical  equipment  services  benefit  are  absolutely  essential  to 
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assure  the  availability  of  quality  HME  services.  These  support 
services  range  from  the  expertise  of  the  clinicians,  to  timely  deliv- 
ery, setup,  and  education  for  the  patient  and  family;  to  logistical 
and  paperwork  support  for  the  hospital  discharge  planner  and  the 
prescribing  physician;  and  to  the  supplier's  inventory  of  the  wide 
variety  of  products  that  patients  need  in  the  home. 

These  support  services  are  particularly  essential  for  the  patients 
I  work  with — -patients  with  AIDS,  cancer,  elderly  patients  with 
other  chronic  ifinesses  that  need  such  high-tech  equipment  as  ven- 
tilators, respiratory  equipment  and  infusion  pumps  for  intravenous 
antibiotics,  narcotics,  and  chemotherapy. 

The  availability  of  these  HME  supplier  support  services  has  obvi- 
ously helped  my  hospital  achieve  the  financial  benefit  of  reduced 
length  of  stay  because  we  are  confident  that  our  patients  are  re- 
ceiving quality  HME  services  in  their  homes.  In  addition,  the  serv- 
ice component  is  particularly  important  for  those  patients  who  con- 
tinue to  require  their  equipment  after  their  skilled  home  health 
care  has  been  terminated — particularly  those  patients  with  chronic 
diseases  who  need  this  ongoing  clinical  support. 

Mr.  Chairman,  there  is  much  discussion  on  how  to  achieve  broad- 
er health  reform  objectives  for  our  country.  The  Home  Care  Coali- 
tion believes  we  need  to  use  home  care  as  £m  alternative  to  institu- 
tional care  whenever  it  is  appropriate.  We  need  to  substitute  ap- 
propriate care  at  home  for  the  currently  much  utilized  hospital 
care.  Yet  the  ability  to  achieve  that  objective  is  threatened  by  rec- 
ommendations to  continue  to  reduce  Medicare  part  B  home  medical 
equipment,  supplies,  and  services. 

The  Home  Care  Coalition  appreciates  your  including  us  in  your 
hearing  on  this  important  subject. 

Thank  you. 

[The  prepared  statement  follows:] 
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TESTIMONY  OF  IRENE  PAIGE 
HOME  CARE  COALITION 


INTRODUCTION 


The  Home  Care  Coalition  has  been  formed  with  a  primary  goal  to  focus  on 
education  and  communications  to  its  members,  policy  makers  and  the  public.  The 
participants  in  the  Home  Care  Coalition  believe  that  in  meeting  its  goals,  the  Home 
Care  Coalition  will  contribute  to  the  well  being  of  home  care  consumers  by  advancing 
the  concept  that  home  care  is  a  vital  component  of  a  cost  effective  health  care  delivery 
system. 

The  Coalition  was  formed  in  January  1991  in  response  to  the  need  to  communicate 
the  positive  aspects  of  the  Home  Medical  Equipment,  Supplies  and  Services  (HME) 
industry.  There  was  and  is  a  need  to  get  the  message  to  Members  of  Congress  and 
health  policy  makers  that  cuts  in  the  Medicare  Part  B  durable  medical  equipment 
benefit  will  adversely  affect  Medicare  beneficiaries.  By  working  collectively,  with  a 
unified,  broad  based  group  of  organizations,  the  Coalition  can  communicate  information 
that  will  improve  the  understanding  of  the  support  structure  that  the  home  care  industry 
has  put  in  place. 

Home  medical  equipment,  supplies  and  services  companies  have  put  into  place  in 
the  last  ten  years  a  level  of  performance  which  has  helped  beneficiaries  and 
professionals  achieve  confidence  in  the  quality  and  availability  of  home  care.  To  that 
end,  the  mission  of  the  Home  Care  Coalition  is  to  preserve  the  Medicare  Part  B  durable 
medical  equipment  benefit,  to  support  quality  home  medical  equipment,  supplies  and 
services,  and  to  improve  beneficiary  access  to  these  home  care  services. 


II.  COALITION  SUPPORTS  CONGRESS'  AND  HCFA'S  EFFORTS  TO  ELIMINATE 
ABUSIVE  AND  WASTEFUL  PRACTICES 

The  Home  Care  Coalition  has  publicly  supported  the  efforts  of  Congress,  the  Health 
Care  Financing  Administration  (HCFA),  the  Office  of  Inspector  General  (OIG)  and  the 
General  Accounting  Office  (GAO),  to  identify  and  focus  resources  to  combat  abusive 
and  wasteful  practices  affecting  the  home  medical  equipment  and  long  term  care 
supplies  benefit.  Often  such  practices  result  from  unnecessary  complexities  of  the 
Medicare  program,  particularly  the  administration  of  the  home  medical  equipment 
benefit. 

While  supporting  the  need  to  eliminate  the  opportunity  for  abusive  and  wasteful 
practices,  the  Coalition  has  expressed  concern  that  Congressional,  HCFA  and  OIG 
action  be  carefully  targeted  to  address  the  problems  and  not  adversely  impact  the 
ability  of  Medicare  beneficiaries  to  receive  timely  and  quality  home  medical  equipment 
services. 
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In  the  past,  Congressional  solutions  to  real  or  perceived  problems  have  created 
difficulties  of  their  own.  For  example,  the  modality-neutral  method  of  oxygen  payment 
reform  enacted  in  the  Omnibus  Budget  Reconciliation  Act  of  1987  has  had  a 
demonstrable  impact  reducing  the  availability  of  portable  liquid  oxygen  and  on  the 
development  of  new  cost-saving  technology.  Similarly,  the  broad  payment  reform  for 
wheelchairs  in  the  Omnibus  Budget  Reconciliation  Act  of  1990  appears  to  be  reducing 
the  beneficiary's  ability  to  receive  these  items  in  a  timely  manner. 

The  existing  support  services  that  are  incorporated  into  the  Medicare  home  medical 
equipment  services  benefit  are  absolutely  essential  to  assure  the  timely  availability  of 
quality  home  care  services.  These  support  services  range  from  timely  delivery,  set-up, 
and  education  for  the  beneficiary  and  family;  to  technical,  logistical  and  paperwork 
support  for  the  hospital  discharge  planner  and  prescribing  physician;  to  the  supplier's 
availability  in  inventory  of  the  wide  variety  of  products  patients  need  in  the  home.  A 
July  26,  1990  report  by  Lewin/ICF,  "The  Home  Medical  Equipment  Industry:  An 
Examination  of  the  Industry's  Expense  Stnjcture,"  describes  these  services  and  their 
value  to  the  Medicare  program.  A  copy  of  this  study  is  attached  as  Appendix  B. 

Moreover,  a  report  on  cost-effectiveness  of  home  medical  equipment  services 
underscores  the  need  for  Congress  to  strengthen  the  availability  of  necessary  HME 
services.  In  a  study  entitled  "Economic  Analysis  Of  Home  Medical  Equipment 
Services"  (May  1991),  Lewin/ICF  analyzed  three  case  examples:  hip  fracture, 
Amyotrophic  Lateral  Sclerosis  (ALS)  with  pneumonia,  and  Chronic  Obstructive 
Pulmonary  Disease  (COPD).  Lewin/ICF  concluded  that  savings  of  up  to  $2,330  per 
patient  episode  could  be  achieved,  with  annual  savings  potential  of  up  to  $575  million 
when  home  medical  equipment  is  used. 

A  large  and  diverse  population  relies  upon  home  care  for  a  wide  variety  of  medical 
reasons,  and  when  given  a  choice,  patients  prefer  to  have  their  health  care 
administered  in  the  home. 


III.  MEDICARE'S  NATIONAL  HEALTH  CARE  REFORM 


My  15-year  old  son  is  home  ill  today.  Nothing  serious.  We  could  tell  a  couple  of  days 
ago  that  he  was  coming  down  with  something  based  on  adverse  readings  from  our  home 
VSMS  (Vital  Sign  Monitoring  System).  We  primarily  use  our  VSMS  to  track  prevention- 
oriented  data,  such  as  cholesterol  level,  calorie  intake,  temperature,  weight,  blood 
pressure,  chemical/nutritional  balance  (based  on  VSMS  analysis  of  blood  and  urine 
samples),  and  cardiac  analysis  from  our  VSMS  EKG.  But,  the  daily  printout  showing  30- 
day  trends  indicated  that  antibodies  were  forming  to  combat  something.  We  quickly 
accessed  our  PC-based  Clinical  Indications  and  Referral  System  (CIRS).  This  is  an 
expert  system  designed  for  use  by  those  without  a  medical  background.  By  combining 
the  data  from  the  VSMS  along  with  subjective  responses  to  symptom-related  questions, 
we  were  advised  that  my  son's  clinical  indications  did  not  suggest  a  serious  illness,  and 
that  a  visit  to  our  physician  was  not  necessary  at  this  time.  We  do,  however,  need  to  re- 
evaluate, based  on  updated  data,  every  eight  hours.  .  .  we  are  fortunate  to  have  VSMS. 
CIRS  and  PRG  in  our  home  ... 
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The  health  care  system  of  2015  described  above  will  arrive  someday.  Indeed, 
many  features  of  this  system  exist  today.  Medicare  must  not  only  reflect  the  health  care 
delivery  system  of  yesterday  and  today,  but  also  must  not  create  a  chilling  effect  on  the 
health  care  delivery  system  of  tomorrow.  Indeed,  Medicare  should  provide  financial 
incentives  to  encourage  the  continued  development  of  less  costly,  high-quality 
alternatives  to  the  traditional  way  in  which  health  care  services  have  been  delivered 
and/or  covered  in  the  United  States.  We  must  begin  to  substitute  the  order  ADMIT  TO 
IHOME.  for  the  currently  over-utilized  one,  i.e.,  ADMIT  TO  HOSPITAL  without  requiring 
a  patient  to  jeopardize  health  care  coverage  and  in  order  to  maximize  patient 
satisfaction. 

The  Coalition's  home  health  care  proposals  are  designed  to  maximize  flexibility  in 
coverage  of  health  care  services  regardless  of  delivery  setting  (that  is,  the  hospital,  the 
patient's  home,  or  other  appropriate  setting)  as  well  as  to  empower  the  consumer- 
patient  in  the  health  care  decision-making  process.  With  respect  to  the  former,  that  is, 
the  delivery  setting,  in  order  to  effectuate  one  of  the  main  goals  of  health  care  reform  -- 
to  provide  access  to  high  quality,  cost-effective  care  -  medically  appropriate  health 
care  services  and  items  must  be  covered  not  only  when  delivered  in  facilities,  such  as 
hospitals,  but  also  when  delivered  in  patients'  homes  or  other  medically  appropriate 
settings.  We  must  reform  the  delivery  "cubbyholes"  established  under  Medicare  where 
status  quo  health  care  delivery  in  1965  became  the  framework,  and  is  unable  to  adapt 
quickly  to  the  ingenuity  in  the  home  care  industry. 

We  must  include  in  Medicare  lessons  that  have  been  learned  from  the  private  health 
insurance  sector.  Indeed,  the  private  sector  has  been  adaptive  and  creative  in  its 
coverage  of  home  health  care  services  in  recent  years,  particularly  as  a  part  of  its 
managed  care  initiatives. 

With  respect  to  the  latter,  consumer  empowerment.  Medicare  needs  to  include 
provisions  that  would  empower  consumers  to  share  in  the  health  care  delivery  decision- 
making process.  To  further  document  these  objectives,  the  Home  Care  Coalition 
suggests  the  following  basic  principles  which  underlie  our  home  care  goals: 

1 .  Empower  eligible  individuals  not  only  with  the  freedom  to  choose  the  types  of 

treatments  that  they,  and  their  health  care  professional,  believe  would 
best  meet  the  individuals'  needs,  but  also  with  the  freedom  to  choose  the 
setting  where  health  care  are  delivered;  that  is,  whether  the  health  care 
services  are  provided  in  a  health  care  facility,  in  the  patient's  home,  or  in 
other  health  care  settings. 

2.  Guarantee  individuals'  freedom  of  choice  in  selecting  the  health  care  provider 

with  whom  they  are  most  comfortable  by  requiring  Medicare  to  provide 
eligible  individuals  with  access  to  care  from  any  health  care  provider  in 
the  service  area,  even  if  the  health  care  provider  is  not  under  agreement 
with  a  particular  Medicare  plan. 
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3.  Ensure  information  is  provided  to  individuals  that  permits  them  to  evaluate  on  a 
comparative  basis;  that  is,  provide  information  to  Medicare  beneficiaries 
that  describes  not  only  the  types  and  outcomes  of  treatment,  but  also  the 
types  of  health  care  covered  by  Medicare  as  well  as  the  settings  in  which 
such  covered  health  care  services  will  be  delivered  and  covered. 

The  1991  Lewin/ICF  study  cited  above  also  found  that  "full  realization  of  the 
potential  of  home  health  care  services  and  home  medical  equipment  services  can 
achieve  significant  cost  savings  as  well  as  improve  patient  satisfaction."  Other  reports 
also  have  evaluated  whether  people  accept  or  prefer  home  health  care  services. 
These  reports  tend  to  find  that  people  not  only  accept  home  care,  but  also  actually 
prefer  receiving  health  care  services  in  their  home  when  it  is  medically  appropriate. 

Health  care  services  provided  to  patients  in  the  home  are  cost-effective,  permit 
patients  to  continue  to  live  independently,  provide  the  least  disruption  to  the  family,  and 
function  therapeutically  as  well.  That  is  why  it  is  important  not  to  have  Medicare 
proposals  which  could  reduce  the  capabilities  of  home  care  services.  Home  care 
services  very  often  serve  the  ever-growing  number  of  chronically  ill  people  in  America. 
Consistent  with  the  objective  of  providing  access  to  efficient  and  effective  health  care, 
health  care  services  provided  in  the  home  should  not  only  be  included  in  Medicare 
benefits  ,  but  also  should  be  encouraged. 


IV.  ADMINISTRATIVE  EFFICIENCY:  CMN  REFORM 

The  costs  of  health  care  administration  in  the  United  States  consume  an 
increasingly  large  portion  of  our  country's  health  care  spending.  One  report  estimates 
that  physician  office  overhead  costs  accounted  for  45  percent  of  physicians'  gross 
income  in  the  United  States  (see  The  Hassle  Factor:  America's  Health  Care  System 
Strangling  in  Read  Tape,  American  Society  of  Internal  Medicine,  1990).  Another  report 
estimates  that  U.S.  physicians'  overhead  and  billing  expenses,  excluding  malpractice 
premiums,  constituted  43.7  percent  of  their  gross  professional  income  (see  The 
Deteriorating  Administrative  Efficiency  of  the  U.S.  Health  Care  System,  The  New 
England  Journal  of  Medicine,  May  2,m  1 991 ,  p.  1 253). 

The  Medicare  program  is  no  exception.  Recent  health  care  policies  have  increased 
the  bureaucratic  burdens/costs  of  health  care  administration.  The  administrative 
activities  necessary  to  document  care  provided  to  beneficiaries  compete  with  the  time 
available  for  direct  patient  care. 

A  provision  of  the  Omnibus  Budget  Reconciliation  Act  of  1990  greatly  expended  the 
amount  of  time  a  physician  must  spend  to  detail  the  medical  equipment  requirements  of 
his  or  her  patients.  This  law,  enacted  by  section  4152(f)  of  OBRA  1990,  requires 
physicians  to  complete  certificates  of  medical  necessity  (CMN)  for  all  items  of  durable 
medical  equipment  (HME).  Not  only  does  this  impose  additional  unnecessary 
administrative  burdens  on  the  physician,  but  the  provision  is  administratively 
unworkable  and  unenforceable  by  HCFA  and  OIG. 
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Once  a  physician  determines  the  medical  need  for  an  item  of  HME,  an  analysis  of 
patient  needs  is  often  conducted  by  discharge  planners,  home  health  agencies  and 
others  in  consultation  with  HME  suppliers  who  are  more  knowledgeable  than  physicians 
about  the  precise  technology  and  type  of  equipment  best  needed  to  meet  the  patient's 
specific  needs.  This  information  is  then  provided  to  a  physician,  who  authorizes  its  use 
by  completing  and  signing  a  CMN.  Prior  to  the  OBRA  1990  provision,  the  supplier 
would  complete  the  information  on  the  CMN,  and  forward  it  to  the  physician  who  was 
still  responsible  for  verifying  the  information  on  the  CMN  and  attesting  to  its  accuracy. 

As  a  practical  matter,  there  are  currently  no  incentives,  financial  or  otherwise,  for  a 
physician  to  complete  CMNs,  nor  are  there  penalties  for  a  physician's  failure  to  comply. 
Physician  failure  to  complete  may  ultimately  decease  beneficiaries'  access  to  services 
in  a  timely  fashion 

The  correct  policy  should  aim  for  administrative  efficiency  while  addressing 
perceived  abuses.  The  correct  policy  should  target  abusive  suppliers  and  over  utilized 
items,  not  penalize  physicians,  patients,  suppliers  and  discharge  planners. 

Furthermore,  Congress  has  enacted  and  HCFA  is  implementing  a  number  of 
reforms  which  will  directly  address  the  problems  that  have  encouraged  the 
questionable  practices  of  some  suppliers  such  as  carrier  forum  shopping  and  improved 
supplier  number  systems. 

The  Home  Care  Coalition  recommends  that  section  4152(f)  of  OBRA  1990  be 
amended  so  that  it  applies  only  to  "abused"  or  "overutilized"  items  of  home  medical 
equipment.  Under  current  law,  the  physician  must  complete  the  certificate  of  medical 
necessity  (CMN)  for  home  medical  equipment.  Suppliers  are  prohibited  from 
distributing  to  beneficiahes  or  physicians  completed  or  partially  completed  CMNs,  for 
the  convenience  of  the  physician,  for  home  medical  equipment. 

Chairman  Stark.  Ms.  Paige,  why  don't  we  just  include  home 
care  in  the  DRG?  The  hospital  saves  money,  and  it  all  works  just 
fine. 

Ms.  Paige.  Why  don't  we  include  it  in  the  DRG  payment? 

Chairman  Stark.  Yes,  then  the  hospital  is  under  the  incentive 
to  get  the  people  out  and  get  them  home. 

Ms.  Paige.  We  are  under  that  incentive  right  now.  I  think  it 
would  be  very  difficult  because  it  would  be — right  now,  there  is  a 
variety  of  services  in  the  community  that  the  hospital  works  with, 
and  it  would  seem  to  me  to  be 

Chairman  Stark.  In  mv  district,  the  hospital  owns  half  of  them. 
That  is  the  rub.  It  gets  a  lot  of  other  folks  mad. 

Ms.  Paige.  Probably.  That  is  not  the  case  in  this  area  that  I  am 
particularly  familiar  with. 

Chairman  Stark.  So  George  Washington  doesn't  own  an  oxygen 
supply  or  anything  like  that? 

Ms.  Paige.  No,  we  don't. 

Chairman  Stark.  Good  for  you.  That  is  one  of  the  things  that 
has  happened  in  some  of  the  hospitals  in  my  area  is  that  thev 
have—then  you  begin  to  suspect  what  is  going  on.  But  you  don  t 
think  it  should  be  included  just  in  the  DRG?  You  have  your  appen- 
dix out.  You  go  home  sooner.  The  hospital  saves  monev,  right? 

Ms.  Paige.  I  think  it  may  appear  on  the  surface  to  be  easier.  But 
right  now  we  have  a  variety  of  competitive  quality  services  to 
choose  from,  and  what  I  do  and  what — my  expertise  is  actually  to 
mix  and  match  that  with  what  is  available  to  what  the  patient 
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needs.  And  it  seems  to  me  it  would  be  hard  to  do  that  if  it  was 
tied  in. 

Chairman  Stark.  You  just  pay  for  it.  I  mean,  you  save  money, 
pjet  them  out  a  day  earlier.  How  much  does  a  day  at  George  Wash- 
ington cost?  A  couple  thousand  dollars? 

Ms.  Paige.  Around  $900. 

Chairman  Stark.  $900,  plus,  plus? 

Ms.  Paige.  Yes. 

Chairman  Stark.  It  is  cheaper  to  go  home,  isn't  it?  Get  them  out 
a  day  earlier?  That  is  $900  of  home  medical  services. 

Ms.  Paige.  We  are  working  toward  doing  that  now. 

Chairman  Stark.  That  is  all  right. 

Mr.  Parver,  I  note  your  objection  to  the  fee  schedule,  and  I  guess 
in  your  company,  which  is  a 

Mr.  Parver.  Trade  association. 

Chairman  Stark.  You  are  strictly  with  a  trade  association.  So 
you  can't  give  me  any  information  as  to  a  company  in  terms  of 
what  percentage  of  their  costs  are  labor  costs  as  opposed  to  sup- 
plies and  so  forth.  Do  you  know  what  it  is  in  your  trade  associa- 
tion? 

Mr.  Parver.  We  have  tried  to  survey  our  members  about  issues 
like  that.  And  their  estimate,  depending  on  the  therapy  now,  is  in 
the  range  of  30  to  45  percent  of  their  costs  are  supplies  and  equip- 
ment, and  the  rest  is  labor. 

Chairman  Stark.  What  do  the  nurses  and  pharmacists  do  gen- 
erally in  your  industry? 

Mr.  Parver.  The  pharmacist  is  the  person  who  prepares  the  par- 
enteral solution  and 

Chairman  Stark.  They  do  that  by  mail? 

Mr.  Parver.  No,  sir.  These  are  not  prepackaged  at  all.  Each  one 
has  to  be  compounded  on  a  patient-specific  basis.  The  physician 
prescribes  a  parenteral  solution,  describes  what  elements  and  in 
what  ratios  should  be  in  that  solution.  The  pharmacist  prepares  it 
under  sterile  conditions,  and  it  is  then  delivered  to  the  patient. 

Chairman  Stark.  How  many  days'  supply  can  you  keep  in  the 
refrigerator? 

Mr.  Parver.  I  am  not  sure  about  that.  I  think  it  is  about  a  week, 
I  think.  It  is  not  very  long. 

Chairman  Stark.  There  was  some  indication — and  I  am  some- 
what confused — but  for  two  liters  of  TPN  in  Florida,  Medicaid  is 
paying  about  $725  and  Medicare  is  paying  about  $2,600,  why  the 
variation  there? 

Mr.  Parver.  How  much  was  Medicare  paying? 

Chairman  Stark.  Medicare  is  paying  $2,612.82,  to  be  exact,  per 
week,  and  Medicaid  is  paying  $724.08  a  week.  Why  would  we  get 
that  kind  of  a  variation? 

Mr.  Parver.  The  Medicaid  program  in  Florida  has  probably 
taken  advantage  of  some  significant  cost-sharing  or  cost-shifi:ing 
opportunities.  Is  this  for  the  same  service? 

Chairman  Stark.  I  am  just  reading  here  that  for  two  liters  of 
TPN — which  I  assume  is  comparable,  and  one  doesn't  have  Califor- 
nia wine  in  it  where  the  other  has  Mogen  David.  I  am  saving  that 
this  is  probably  the  same  juice.  Now,  I  am  just  guessing  tnat  there 
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is  an  anomaly  there.  Maybe  you  could  look  into  that  for  me.  If  it 
was  a  few  dollars  one  way  or  the  other 

Mr.  Parver.  The  Medicaid  program's  payment  for  the  high  tech 
end  of  home  care  has  been  very  low  compared  to  the  costs  of  the 
care,  so  it  would  not  surprise  me  at  all  to  see  that  the  Medicaid 
rate  is  so  much  lower  than  the  Medicare  rate. 

Chairman  Stark.  But  Medicaid  is  getting  the  treatment,  right? 

Mr,  Parver.  They  are.  I  would  hope  so. 

Chairman  Stark.  I  don't  know.  I  presume  they  are.  So  that 
would  look  pretty  attractive  to  us  bean  coimters.  That  is  a  big  sav- 
ing. 

Mr.  Parver.  It  may  not  be  an  honest  savings,  though,  because 
it  is  being  shifted  someplace  else,  and  it  is  probably  being  shift;ed 
to  Medicare,  and  it  is  probably  being  shifted  to  the  private  sector. 

Chairman  Stark.  Very  well.  Maybe  we  could  both  work  together 
and  see  exactly  what  service  that  is. 

You  might  check  with  one  of  your  Florida  members  and  see  if 
you  could  give  me  those  fees,  and  let's  see  what  they  charge  the 
private — ^in  other  words,  I  would  be  curious — ^if  you  got  Medicaid, 
you  have  got  Medicare,  then  what  does  one  of  the  principal  HMOs 
or  what  does  Aetna  pay? 

Mr.  Parver.  V/ell,  Mr.  Chairman,  one  of  the  issues  we  have 
there  and  everywhere,  I  think,  is  there  is  no  standard  product  here. 
There  are  no  Federal  standards.  There  is  no  conditions  of  participa- 
tion that  detail  exactly  what  a  quality  provider  ought  to  be  doing 
in  providing  service.  And  that  makes  it  very  difficult  to  compare 
two  providers  or  two  payers  really  on  the  basis  of  price.  One  issue 
we  have  to  determine  is  what  are  they  getting. 

Chairman  Stark.  Well,  the  doctor  determines  that,  right,  to 
begin  with?  I  mean,  if  I  need  whatever  this  stuff  is  infused,  in- 
jected or  whatever,  then  some  doctor,  I  presume,  determines  what 
that  ought  to  be,  is  that  correct? 

Mr.  Parver.  The  doctor  ordinarily  would  determine  the  need  for 
therapy.  Exactly  how  that  therapy  is  provided  is  something  the 
doctor  should  be  intimately  aware  of  but  is  not  always  so.  And  that 
is  another  issue  that  goes  to  the  lack  of  a  standard  product  detail- 
ing what  the  physician  ought  to  be  doing. 

Chairman  Stark.  But  I  guess  that  this  is  not  the  kind  of  thing 
that  I  would  decide  I  need  on  my  own  and  look  in  the  yellow  pages 
for. 

Mr.  Parver.  No,  sir. 

Chairman  Stark.  It  would  be  something  that  Ms.  Paige  might — 
if  I  am  being  discharged  from  some  operation  and  I  can't  eat  so  I 
need  to  be  fed  through  a  tube  for  a  while,  and  somebody  would  de- 
termine, the  physician  I  presume,  whether  they  thought,  based  on 
whatever  you  would  find  out  is  a  discharge  plan  or  my  home  cir- 
cumstances were,  that  I  was  in  a  position  where  with  some  kind 
of  service  I  could  be  released  from  the  hospital — and  would  the  doc- 
tor not  generally  prescribe  what  I  ought  to  get? 

Mr.  Parver.  Sure. 

Chairman  Stark.  Miss  Paige,  who  does — ^the  doctor — 

Ms.  Paige.  The  doctor  prescribes  it.  Certainly,  there  is  a  lot  of 
input  from,  particularly,  a  pharmacist,  a  dietician,  a  nurse  as  to 
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what  is  needed,  but  the  actual  components  of  it  are  prescribed  by 
a  physicifin. 

Chairman  Stark.  And  the  physician  is  the  one  who  decides  I  can 
leave  or  not  leave  more  or  less,  right? 

Ms.  Paige.  More  or  less. 

Chairman  Stark.  OK.  I  am  just  assuming  that  somewhere  in 
this  that  the  doctor  is  in  charge. 

Now,  having  said  that,  I  suppose  there  are  a  variety  of  ways, 
maybe  not — maybe  my  wife  goes  to  the  hospital,  gets  trained  to 
take  care  of  the  needle.  Or  maybe  somebody  decides  that  I  ought 
to  have  an  RN  come  to  the  home  and  do  it  depending,  I  suppose, 
on  whether  my  wife  is  shaky  or  whether — I  can  understand  that 
there  would  be  a  variety  of  ways  in  which — 

But,  ultimately,  it  would  seem  to  me  the  physician  is  the  person 
who  figures  out  whether  I  am  responding  to  tne  treatment  and  all 
of  those  other  things  and  I  would  imagine  in  some  cases  would  se- 
lect the  provider.  Is  that  not  the  case,  based  on  experience?  No?  By 
whom  are  your  clients  referred?  From  Ms.  Paige  or  to  me? 

Mr.  Parver.  It  should  be  by  the  physician. 

Chairman  Stark,  Generally,  is  that  what  happens  in  the  commu- 
nity? There  are  doctors  who  specialize  in  certain  procedures  which 
more  often  would  require  infusion.  OK. 

Mr.  Parver.  I  didn't  finish  an  answer  to  your  previous  question 
about  what  does  the  nurse  do.  Because  one  of  the  issues  is  the 
nurse  is  responsible  ordinarily  for  the  training  of  the  patient,  and 
that  often  begins  in  the  hospital  done  by  the  home  care  provider. 
Then  the  nurse  interacts  with  a  patient,  especially  in  the  begin- 
ning, on  almost  a  daily  basis,  either  by  telephone  or  in  person.  The 
nurse  really  is  the  eyes  and  ears  for  tne  provider  and  often  for  the 
physician  because  they  report  back  to  the  physician  how  the  pa- 
tient is  responding  to  treatment,  whether  there  is  an  infection  that 
has  to  be  dealt  with  and  so  on. 

Chairman  Stark.  Are  you  looking  forward  to  managed  competi- 
tion so  you  can  bid  in  the  community  and  see  all  of  these  services 
awarded  to  one  supplier  or  another? 

Mr.  Parver.  I  think  this  area  is  a  winner  regardless  of  what  the 
health  reform  mechanism  is  because  I  think,  properly  done,  there 
is  no  question  the  therapies  are  cost-effective  compared  to  inpatient 
care.  The  outcomes  will  oe  as  good  or  better  than  they  are  in  a  hos- 
pital. I  think  most  patients  would  prefer  to  be  treated  in  their 
homes.  So  regardless  of  what  the  reformed  system  is,  I  think  the 
outlook  for  therapies  like  this  would  remain  good. 

Now,  the  problem  we  would  have  with  a  particular  system  that 
puts  a  premium  on  cost  versus  identification  of  what  it  is  that  en- 
ables a  provider  to  provide  quality  care,  that  is  going  to  be  the  cru- 
cial issue  for  us.  A  system  that  simply  puts  providers  bidding 
against  each  other  without  a  standard  measure  as  to  what  is  a 
quality  provider,  that  should  concern  patients  and  certainly  con- 
cerns us. 

There  is  a  lot  of  what  is  going  on  out  there  under  the  rubric  of 
infusion  therapy  that  varies  widely,  and  one  of  the  things  we  would 
like  to  see  is  some  standardization,  some  identification  of  the  pre- 
cise services,  the  quality  improvement  programs  that  have  to  be  in 
place  for  this  to  work  properly. 
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Chairman  Stark.  It  sounds  to  me  like  you  are  going  to  let  the 
doctors  make  that  decision.  Arguably,  we  can't  let  the  providers 
make  the  decision.  They  might  not  be  as  objective  as  someone  who 
didn't  have  a  monetary  interest  in  the  outcome  of  the  decision.  And 
so  we  kind  of  get  back  to  the  doctors  again. 

The  nurses  are  in  that  box,  the  doctors  who  decide  whether  the 
nurses  are  performing  well  or  not.  Whether  or  not  the  nurses  al- 
ways agree  with  that,  that  is  the  way  the  system  works.  And, 
again,  then  I  think  you  are  willing  to  see  the  doctors  in  the  commu- 
nity lay  down  the  prescription  and  then  bid.  They  are  talking  about 
bids. 

You  avoided  that  until  the  very  end  of  your  answer,  but  I  am  just 
saying  let's  suppose  that  you  have  three  clients  in  Mr.  Yarbrough's 
Twin  Cities,  and  one  of  them  is  going  to  get  the  bid  to  provide  all, 
let's  say,  home  infusion  therapy.  Are  you  comfortable  with  that? 

Mr.  Parver.  I  would  be  comfortable  if  they  are  bidding  in  the 
context  of  there  being  a  clear  idea  of  what  the  therapies  are. 

Chairman  Stark.  Look,  Grovemment  for  better  or  worse  has  been 
able  to  solicit  bids  on  the  B-2  bomber.  They  get  pretty  precise 
about  a  prettv  complex  machine.  Star  Wars,  which  they  don't  un- 
derstand at  all,  but  they  still  bid  on  it. 

Now,  assuming  that  we  will  have  some  grunts  who  can  write 
more  description  than  you  would  ever  care  to  read,  let's  trust  the 
bureaucracy  to  be  able  to  provide  a  whole  lot  of  details.  Now,  are 
you  comfortable  with  the  idea  that  of  your  three  or  four  members 
in  Minneapolis  one  is  going  to  win  and  the  other  three  are  going 
to  go  to  work  for  Giant  Drug? 

Mr.  Parver.  Actually,  absent  the  context  that  I  described  and  if 
that  context  is  not  capable  of  being  done  in  a  fair  and  honest  way, 
I  would  have  a  problem  with  that,  certainly. 

Chairman  Stark.  Well,  I  think  it  would  be  a  fair  and  honest 
way.  I  am  just  trying  to  find  out  whether  you  like  the  idea  of  bid- 
ding. 

I  will  tell  you,  the  ophthalmologists  don't.  There  is  an  argument 
that  one  cataract  surgery  is  about  the  same  as  another  cataract 
surgery.  These  guys  crank  them  out.  And  there  has  been  some  seri- 
ous discussion  as  to  why  don't  we  just  take  all  the  cataract  surgery 
in  an  area  and  bid  it  out  to  one  group  of 

Mr,  Parver.  We  have  never  supported  bidding,  but  what  we 
have — we  don't  have  a  problem  with  something  that  is  akin  to  bid- 
ding, which  is  the  development  of  networks  of  providers  that  for 
cost  and  quality  reasons  are  preferred  by  insurance. 

Chairman  Stark.  Quality  lets  you  out  of  the  box.  I  am  sorry,  it 
is  bid  like  x  box. 

Mr.  Parver.  If  that  is  all  it  is,  Mr.  Chairman,  we  would  oppose 
that. 

Chairman  Stark.  Good.  I  need  all  the  help  I  can  get. 

Mr.  Parver.  I  know  you  were  leading  me  in  that  direction,  but — 

Chairman  Stark.  That  is  what  is  coming.  Quality — we  don't  dis- 
cuss quality  with  the  AMA.  We  presume  it  because  they  regelate 
themselves.  They  have  their  own  licensing.  If  a  doctor  isn't  a  qual- 
ity doctor,  he  doesn't  get  a  license.  And  that  is  as  it  should  be. 

It  seems  to  me  we  are  not  competent  to  judge  quality.  We  have 
to  rely  on  somebody  to  do  it. 
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Mr.  Yarbrough. 

Mr.  Liken.  May  I  comment  on  that? 

Chairman  Stark.  Yes — just  a  minute.  Let  me  get  to  Mr. 
Yarbrough  first. 

Imphcit  in  your  testimony — and  this  is  something  we  have  dealt 
with  over  time — is  that  you  all  would  like,  I  sense,  to  be  licensed, 
to  have  some  recognition  for  your  specialized  services,  if  not  your 
profession.  Is  that  what  I  am  reading  into  your  testimony? 

Mr.  Yarbrough.  I  think  that  is  an  appropriate  approach.  On 
conditions  of  coverage,  we  would  like  to  have  qualified  people  doing 
the  work. 

Chairman  Stark.  One  of  the  problems  we  have  is  that  we  are 
not  in  that  business.  For  better  or  for  worse — and  I  suspect  it  is 
for  the  better.  I  think  even^body  else  gets  licensed  by  the  States. 
I  think  nurses  are,  aren't  they?  Chiropractors,  acupuncturists,  the 
dentists,  surgeons.  And  we  pretty  much  rely  on  that. 

Mr.  Kleczka.  Funeral  directors. 

Chairman  Stark.  And  we  aren't,  as  far  as  I  know,  in  the  busi- 
ness of  doing  that,  and  I  think  we  would  be  reluctant  to  create  a 
licensed  group  by  default. 

I  wouldn't  mind  it  being  Federal,  but  then  it  ought  to  be  done 
as  a  result  of  whomever  those  people  are  going  to  be  in  the  profes- 
sion establishing  their  own  group,  their  own  standards,  their  own 
educational  requirements,  and  their  own  licensing  and  all  of  that. 
I  hate  to  take  that  joy  away  from  the  State  legislatures  so  that  I — 
and  I  have  said  this  before  and  particularly  with  regard  to  your  as- 
sociation. 

What  I  am  sensing  is  you  would  like  to  be  licensed,  and  yet  we 
are  not  the  ones — and  if  you  were,  that  would  be  fine  with  us.  That 
would  simplify  a  problem  that  Mr.  Parver  can't  get  all  of  his  serv- 
ice suppliers  in  a  row  and  make  them  a  licensee  because  there  are 
several  groups  that  provide  that.  And  in  your  case  you  are  a  profes- 
sion looking  for  a  license,  and  that  would  make  relative  our  pay- 
ment structure — 

Mr.  Yarbrough.  We  haven't  taken  a  formal  position  on  licensing, 
Mr.  Chairman.  There  are  two  States  that  have,  in  fact,  licensing, 
New  Jersey  and  Mississippi.  What  we  would  like  to  see  is  a  condi- 
tion of  coverage  that  says  you  have  to  have  some  qualification  to 
do  what  you  do. 

There  are  certain  types  of  braces  that  do  not  contain  a  strong 
professional  service  component.  Cervical  braces  can  be  fit  by  a 
number  of  people.  There  are  some  other  things.  But  on  hard  cus- 
tom bracing,  complex  bracing,  spinal  bracing  or  long  leg  braces,  as 
well  as  complex  limbs,  you  need  someone  who  is  very  well-quali- 
fied. 

And  this  also  would  prevent  people  from  double-dipping.  This  is 
people  who  could  charge  an  L  code  fee  which  includes  a  strong 
service  component. 

Chairman  Stark.  I  have  no  quarrel  with  you.  I  am  just  saying 
I  don't  know  how  we  can  help  you  or  that  we  have  the  resources 
to  think  about  beginning  a  license — I  don't  know  how  we  would 
identify.  We  can't,  as  much  as  we  might  think  you  are  great  folks, 
turn  that  over  to  an  advocacy  gproup  any  more  than  we  would  turn 
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over  the  licensing  of  physicians  to  the  AMA.  They  might  love  that, 
but  I  think  that  that  would  be  beyond  what  we  should  be  doing. 

Jim,  you  had  a  question. 

Mr.  Liken.  I  just  had  a  comment  on  the  bid  process. 

Probably  60  percent  of  a  home  oxygen  dealer's  revenue  is  derived 
from  the  Medicare  program.  The  quality  of  the  companies — and 
this  is  a  very  competitive  industry,  is — the  competition  drives  the 
quality  into  these  companies  because  if  you  are  not  doing  the  job 
wien  the  hospital  discharge  planner  refers  that  patient  to  the  next 
company  or  the  next  company  or  the  next  company. 

In  a  bid  area,  if  there  is  one  provider,  it  is  going  to  drive  a  lot 
of  the  other  providers  out  of  the  area.  So  if  you  come  around  and 
are  looking  for  a  second  time  around  at  this,  it  just  doesn't  exist 
or  won't  exist.  That  is  what  I  wanted  to  comment  on. 

Chairman  Stark.  Some  of  my  colleagues  have  suggested  that  in 
terms  of  HMOs  bidding  on  all  the  people  in  a  HIPC,  the  first  one 
wins  the  bid,  and  there  isn't  much  sense  to  the  rest  of  the  hospitals 
sticking  aroimd  town  if  hospital  A  gets  all  the  business.  So  when 
you  come  to  rebid  the  contract  you  find  you  have  a  single  source 
situation.  That  kind  of  dries  up  tne  competition  very  quickly. 

The  closer  we  get  to  articulating  a  specific  procedure  or  service 
that  you  are  going  to  provide,  the  easier  it  is  for  us  to  say — 

I  will  give  you  a  perfect  example.  I  cannot  for  the  life  of  me  fig- 
ure out  why  we  don't  bid  dialysis.  I  mean,  it  is  dialysis,  dialysis, 
dialysis,  and  we  buy  it  all.  We  are  the  only  customer  virtually.  And 
it  just  doesn't  make  any  sense  because  I  have  a  hunch  we  would 
save  some  money.  I  think  eventually  that  is  what  will  happen.  We 
supervise  it.  We  set  the  standards.  Everybody  gets  it.  It  is  an  enti- 
tlement for  every  resident.  You  don't  even  have  to  be  a  citizen.  I 
don't  know  as  there  is  much — some  other  insurance  companies  may 
pay  for  it  if  people  aren't  on  Medicare,  but  basically  we  pay  for  it 
all.  It  comes  inexorably  toward  the  answer  that  we  might  not  be 
doing  the  responsible  thing  if  we  didn't  bid  it.  So  be  it. 

Mr.  Kleczka. 

Mr.  Kleczka.  Mr.  Chairman,  you  have  asked  every  conceivable 
question  I  have  ever  thought  of,  so  I  have  no  questions. 

Chairman  Stark.  Fine. 

I  want  to  thank  the  witnesses,  I  appreciate  your  participation. 
We  will  be  looking  forward  to  working  with  you  as  this  whole  issue 
of  reconciliation  and  reform  unfolds  over  the  next  few  months. 
Thank  you  very  much. 

The  hearing  is  adjourned. 

[Whereupon,  at  3:10  p.m.,  the  hearing  was  adjourned.] 

[Submissions  for  the  record  follow:] 
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AMERICAN  ASSOCIAnON  FOR  CUNICAL  CHEMISTRY,  INC   ^ 
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STATEMENT  OF  THE 

AMERICAN  ASSCX:iATION  FOR  CLINICAL  CHEMISTRY 

SUBMITTED  TO 

SUBCOMMITTEE  ON  HEALTH 

FOR  THE  HOUSE  WAYS  AND  MEANS  COMMTTTEE 

The  American  Association  for  Clinical  Chemistry,  Inc.  (AACQ  welcomes  the 
opportunity  to  comment  on  President  Clinton's  FY94  budget  proposal  relating  to  Medicare 
Part  B  clinical  laboratory  services.   AACC,  representing  more  than  10,000  professional 
laboratory  scientists,  is  concerned  that  additional  cuts  in  laboratory  payments  will  adversely 
affect  the  quality  and  availability  of  laboratory  testing  services. 

AACC  realizes  that  all  Americans  will  be  required  to  make  sacrifices  to  reduce  the 
deficit  Laboratorians  have  paid,  and  will  continue  to  pay,  their  fair  share.   Over  the  past 
decade,  there  have  been  a  number  of  changes  in  Medicare  reimbursement  to  laboratories.  The 
establishment  of  the  fee  schedule,  the  creadon  and  subsequent  reduction  in  reimbursement  fee 
caps  and  cuts  in  the  annual  consumer  price  index  (CPI)  update,  have  resulted  in  billions  of 
dollars  in  reduced  payments  to  laboratories  for  services  rendered.   The  fee  cap  for  example, 
originally  set  at  1 15  percent  of  the  median,  has  been  reduced  to  88  percent 

President  Clinton  is  proposing  to  further  reduce  laboratory  fee  schedule  payments  from 
88  percent  to  76  percent  of  the  median,  and  permanentiy  extend  the  two  percent  cap  on  the 
laboratory  fee  update.  (The  CPI  was  scheduled  to  increase  to  3.5  percent  begiiming  in  FY95.) 
These  two  cuts  alone  would  reduce  payments  to  laboratories  by  nearly  $4  billion.   We  believe 
these  cuts  are  excessive,  considering  the  sharp  reductions  laboratories  endured  during  the  last 
decade.   We  are  concerned  that  the  reductions  oudined  in  the  President's  budget  package 
could  jeopardize  the  financial  viability  of  many  laboratories,  threatening  their  ability  to 
provide  some  services  and  potentially  limiting  access  to  care. 

At  the  same  time  laboratories  are  being  required  to  implement  new,  extremely  costiy 
federal  regulations,  such  as  CLIA  '88  and  the  OSHA  bloodbome  pathogen  standard. 
According  to  government  estimates,  these  two  rules  alone  will  cost  the  laboratory  community 
$3  billion  to  implement   In  the  case  of  CLIA,  the  labs  are  paying  all  the  federal  costs  too, 
through  user  fees.   Though  AACC  supports  efforts  to  improve  the  quality  of  laboratory  testing 
and  strengthen  worker  protections,  complying  with  these  regulations  is  expensive. 


AACC  also  opposes  the  Administration's  plan  to  provide  the  Secretary  of  Health  and 
Human  Services  (HHS)  with  discretionary  authority  for  reducing  laboratory  payments.  The 
President's  proposal  states  that  "the  Secretary  of  HHS  would  adjust  Medicare  payment  rates 
to  laboratories  to  account  for  technological  changes  or  other  market  factors."  Though  we 
agree  that  Medicare  rates  should  be  periodically  adjusted,  reflecting  both  decreases  as  well  as 
increases  in  costs,  we  are  concerned  that  giving  sole  authority  to  the  Secretary  would 
eliminate  the  essential,  oversight  role  that  Congress  now  plays  in  managing  health  care 
reimbursement   AACC  believes  that  any  future  cuts  must  be  the  result  of  consultation 
between  the  President  and  Congress,  not  solely  at  the  discretion  of  the  Secretary. 
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AACC  agrees,  however,  that  there  are  areas  of  the  health  care  system  that  could  be 
restructured  to  eliminate  costly  and  unnecessary  medical  services.   Clinical  laboratories  are 
among  the  most  innovative  and  cost-effective  segments  of  the  health  care  industry,  however, 
constantly  developing  new  and  better  diagnostic  tests  to  improve  the  quality  of  health  care 
and  reduce  costs.   Much  of  these  cost  savings,  however,  are  not  passed  on  to  the  consumer  or 
the  third  party  payor.   To  correct  this  inequity,  AACC  recommends  that  two  practices  be 
addressed  in  any  health  reform  package:  physician  self-referral  and  physician  billing  for  non- 
Medicare  laboratory  testing. 

Thanks  to  the  persistent  efforts  of  Chairman  Staik,  the  Medicare  program  currendy 
prohibits  physicians  firom  referring  laboratory  tests  to  facilities  in  which  they  or  their  families 
have  a  financial  interest.  This  prohibition  does  not  apply,  however,  to  non-Medicare  patient 
testing.   A  study  of  physician  self -referral  in  Florida  indicates  that  physician-owned 
laboratories  perform  more  than  twice  as  many  tests  per  patient  as  non-physician-owned 
facilities;  this  practice  costs  patients  and  third  party  payors  $500  million  annually.   The 
University  of  Virginia  Medical  School  published  another  study  confirming  these  findings.  We 
endorse  Mr.  Stark's  legislation,  H.R.34S,  which  would  end  this  cosdy  and  unnecessary 
practice. 

The  second  practice  contributing  to  the  escalation  of  health  care  costs  is  physician 
billing  of  laboratory  testing.   Currendy,  most  states  permit  physicians  to  mark-up  and  bill  for 
laboratory  tests  that  they  do  not  actually  perfonn  (these  tests  are  referred  to  other  labs).  This 
practice,  prohibited  by  Medicare,  contributes  to  the  overutilization  of  laboratory  testing  and 
the  inflation  of  laboratory-related  charges.   A  1988  survey  of  1200  primary  physicians, 
conducted  by  Market  Facts,  Inc.,  reported  a  physician  mark-up  rate  for  laboratory  testing  of 
139  percent   In  addition,  16  percent  of  the  physicians  charged  patients  more  than  three  times 
the  price  levied  by  the  laboratory  performing  the  tests.  AACC  believes  that  federal  protection 
should  be  extended  to  third  party  payors  and  consumers  by  eliminating  these  profit-driven 
practices. 

AACC  applauds  the  Chairman's  efforts  to  contain  health  care  costs  by  eliminating  the 
incentives  that  encourage  the  overutilization  of  laboratory  tests  and  increase  overall  health 
care  costs.  We  believe  that  extending  the  physician  self-referral  and  direct  billing 
requirements  to  non-Medicare  testing  will  reduce  the  costs  of  health  care  more  effectively 
than  further  reducing  the  direct  payments  to  laboratories. 

We  look  forward  to  working  with  the  Chairman  and  the  subcommittee  in  resolving  our 
current  health  care  crisis.   If  you  have  any  questions,  please  call  Lemuel  J.  Bowie,  President, 
at  (708)  570-2783  or  Pamela  A.  Nash,  Oiiector  of  Professional,  Government  and  Membership 
Affairs  at  (202)  857-0717. 
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American  Association  of  Clinical  Endocrinologists 


STATEMEKfT  OF  THE 

AMERICAN  ASSOCIATION  OF  CUNICAL  ENDOCRINOLOGISTS 

TO  THE 

WAYS  AND  MEANS  COMMITTEE 

SUBCOMMITTEE  ON  HEALTH 

FOR  THE  RECORD  OF  THE  APRIL  20,  1 9S3  HEARING 

RE:       BUDGET  ISSUES  RELATING  TO  CUNICAL  LABORATORY  SERVICES  AND  PHYSICIAN 
OWNERSHIP  AND  REFERRAL 

1 

2  TTie  American  Association  of  Clinical  Endocrinologists  (AACE)  Is  pleased  to  provide  this  statement 

3  for  tfie  record  of  the  Ways  and  Means  Subcommittee  on  Health  hearing  on  budget  Issues  relating 

4  to  dlnlcal  laboratory  services  and  physician  ownership  and  refenBl  arrangements.  AACE  was 

5  founded  in  the  Spring  of  1 991  to  create  a  unified  voice  for  clinical  endocrinologists  nationwide  on 

6  issues  affecting  health  care  and  the  practice  of  endocrinology.  We  represent  the  majority  of 

7  clinical  endocrinologists  practicing  in  this  country. 

8  Reduction  In  tlie  Clinical  Laboratoiv  Fee  Schedule 

9  The  proposed  cuts  in  the  Medicare  lat>oratory  fee  schedule  are  of  concern  to  endocrinologists, 

10  many  of  whom  are  stnjggling  to  keep  their  office  laboratories  open  at  a  time  when  their  costs  are 

1 1  Increasing  due  to  the  OSHA  law  and  the  requirements  of  the  Clinical  Lat>oratory  Improvements 

12  Amendments  of  1988  (CUA).  We  believe  that  the  Clinton  Administration  and  Congress  should 

13  reassess  the  impact  of  those  CUA  costs  and  reductions  in  clinical  lab  testing  payments  on  the 

14  ability  of  endocrinologists  and  other  primary  care  physicians  to  provide  their  patients  with  quality 

15  laboratory  testing.  If  it  turns  out  that  many  physicians  are  In  fact  being  forced  to  close  their 

16  latxKatories  due  to  the  high  costs  of  complying  with  CUA  and  lower  Medicare  clinical  lab  test 

1 7  payments,  Congress  should  consider  modifying  the  administration's  proposal  to  allow  for 

18  payments  that  are  sufficient  to  cover  the  actual  costs  that  physicians  incur  in  providing  their 

19  Medicare  patients  with  quality  clinical  laboratory  testing. 

20  To  allow  for  Congress  to  matce  an  infomied  judgement,  AACE  recommends  that  Congress  require 

21  HHS  to  studv  and  reoort  annually  to  Congress  on  changes  in  the  number  of  labs  operated  bv 

22  physicians  and  the  Impact  on  beneflctan/  access  to  those  services.  Including  an  assessment  Ot 

23  the  impact  of  costs  of  complying  with  CUA.  OSHA.  and  reduced  laboratory  reimbursement  on 

24  availability  of  in-office  laboratory  testing. 

25  Exemption  Needed  fof  •Sharetf  Clinical  Office  Labofatoilee  Under  the  Current  Selt-Referral 

26  Ban 

27  The  Clinton  Administration  as  well  as  Chairman  Starl<  also  propose  to  extend  the  cunent  ban  on 

28  physician  "self-referrals'  which  apply  to  outside  (i.e.,  not  in-office)  clinical  laboratories  to  other 

29  facilities  such  as  imaging  centers.  AACE  supports  further  restrictions  on  potentially  {ttHJsrve  self- 

30  referrals.   However,  there  is  also  still  a  missing  piece  in  the  cunrent  self-referral  law  which  needs 

31  amendment  -  namely  that  relating  to  "shared"  dlnlcal  office  lalxiratories. 

32  An  exemption  for  "shared"  clinical  office  laboratories  was  contained  last  year  In  H.R.  1 1 ,  which 

33  was  vetoed  by  President  Bush,  and  has  been  re-Introduced  as  part  of  H.R.  21 ,  by  Rep.  Dan 

34  Rostenkowski  (D-IL).   It  is  essential  that  Congress  promptly  enact  the  shared  clinical  office 

35  laboratory  provision  in  H.R.  21  so  that  physicians  who  are  in  these  arrangements  can  continue  to 

36  deliver  ttie  same  convenient,  cost-effective  high-quality  dlnical  laboratory  testing  services  to  their 

37  Medicare  patients.  Othemvise  more  of  these  patients  will  have  testing  at  more  expensive  facilities 

38  (hospitals)  virhere  the  phystaian  has  no  direct  Input  into  the  testing  or  control  over  the  quality  of 

39  the  results. 

40  Shared  dlnteal  latwratortes  are  office  latx>ratories  that  are  shared  by  several  ptiysldans  (wfw  are 

41  not  members  of  a  group  practice)  to  provide  dinteal  lab  testing  for  their  own  respective  patients, 

42  usually  located  In  space  contiguous  to  their  offices.  Ttiese  are  common  anangements. 


414 


1  particularty  in  endocrinology  and  other  primary  care  settings,  and  are  often  ttie  only  way  many 

2  physicians  who  are  not  in  group  practices  can  afford  to  maintain  a  lab  for  their  patients. 

3  If  a  shared  laboratory  exemption  Is  not  provided  for  under  current  law,  physicians  will  be  forced  to 

4  either  fonn  group  practices  or  shut  down  these  shared  ln-off)ce  latxiratories.  The  latter  will  result 

5  In  sending  Medicare  patients  to  outside  facilities  -  often  delaying  treatment  because  of  the  lag 

6  time  in  receiving  test  results;  and  burdening  the  patient  with  additional  hassles,  lost  time  Euid 

7  added  cost.  An  individual  physician  trusts  the  quality  of  the  results  from  his  or  her  own  in-office 

8  or  shared  clinical  laboratory  much  more  so  than  results  from  an  outside  commercieU  laboratory. 

9  In-office  clinical  lalsoratories  owned  by  solo  physicians  and  group  practices  are  exempt  from  the 

10  current  ban  on  physician  self-referral.  Yet,  a  conflict  of  Interest  is  no  more  Inherent  In  a  limited 

1 1  shared  clinical  laboratory  arrangement  than  In  a  group  or  solo  practice  that  provides  clinical 

12  laboratory  services  to  patients.  Shared  clinical  laboratory  arrangements  are  a  convenient  and 

13  cost-effective  way  to  provide  quality  patient  testing  in  an  office.  In  this  time  of  rising  health  care 

14  costs,  it  makes  no  sense  to  prohibit  this  practical  and  economical  way  of  providing  laboratory 

1 5  services  to  Medicare  patients. 

16  Physicians  have  been  waiting  for  over  three  years  for  guidance  from  the  Department  HHS  or 

17  Congress  regarding  shared  clinical  laboratory  arrangements,  and  none  has  been  provided.  Even 

18  now,  physicians  have  no  way  of  knowing  whether  they  must  restructure  their  arrangements  or 

19  whether  they  will  be  required  to  refund  Medicare  clinical  lab  payments  received  since  January  1, 

20  1992,  the  effective  date  of  the  law.  As  a  result,  many  physicians  are  being  forced  to  form  group 

21  practices  solely  for  the  purpose  of  providing  patient  testing,  so  as  to  avoid  any  p)otential  risk 

22  associated  with  the  prohibition.  This  is  a  completely  unnecessary  added  cost  to  provide  quality 

23  patient  care.   For  many  endocrinologists,  however,  the  fonnation  of  a  group  practice  for  the  sole 

24  purpose  of  providing  patients  with  laboratory  services  is  simply  not  feasible.  Therefore,  many 

25  more  have  dosed-or  may  soon  be  forced  to  close-thelr  laboratories.  The  uncertainty  and 

26  frustration  experienced  by  physicians  about  this  issue  has  been  compounded  by  the 

27  Department's  decision  to  require  shared  facilities  to  pay  for  separate  CUA  certificates  (as  well  as 

28  fees,  inspections  and  proficiency  testing)  for  each  physician  In  a  shared  arrangement. 

29  Recently,  a  coalition  of  physician  organizations  sent  the  attached  joint  letter  supporting  the  shared 

30  laboratory  exemption  In  H.R.  21  and  urging  Congress  to  resolve  the  shared  laboratory  problem  at 

31  the  eeuliest  opportunity  this  year.  This  coalition  includes  our  organization  -  the  American 

32  Association  of  Clinical  Endocrinologists  -  as  well  as  the  American  Medical  Association,  American 

33  Academy  of  Family  Physicians,  American  Society  of  Internal  Medicine,  American  College  of 

34  Physicians,  American  College  of  Rheumatology,  American  Society  of  Hematology,  American 

35  Society  of  Clinical  Oncology,  American  Academy  of  Demnatology,  American  College  of 

36  Obstetricians  and  Gynecologists,  and  the  Joint  Council  of  Allergy  and  immunology. 

37  TTie  absence  of  a  shared  laborsrtory  exemption  to  the  self-referral  ban  presents  an  enormous 

38  problem  that  is  already  having  a  negative  impact  on  physicians'  ability  to  provide  medically 

39  necessary  laboratory  tests  for  their  patients.  AACE  urges  Congress  to  enact  the  shared  clinical 

40  laboraton/  provision  in  H.R.  21 .  modified  to  eliminate  the  grandfather  clause  that  limits  the 

41  exemption  only  to  those  laboratories  in  existence  prior  to  June  26.  1992. 

42  The  American  Association  of  Clinical  Endocrinologists  (AACE)  appreciates  this  opportunity  to 

43  present  our  views. 

44  Attachment 
45 
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Letter    sent    to    Senate    Fin. 
April  22,  1993  Comn,    House    Ways    and    Means, 

and    House    Energy    and    Conn, 
Th«  Hon.  John  0.  Oinge<l  encouraging    the    enactnent    of 

2328  Raybum  House  Offlc«  BulWIng  shared    laboratory    prov.    in 

U.S.  House  of  RepresentaUvea  HR    21. 

Washington.  D.C.  20515 

Dear  Representative  DIngell: 

We  urge  you  to  seek  enactment  of  the  shared  dlnlcal  laboratory  exemption  to  the  Stark 
prohibition  on  plrysidan  self-relerral  (Pub.  L  101-508).  contained  In  HR.  21,  at  the  earliest 
possible  opportunity  this  year.  The  alisence  of  a  shared  latioratory  exemption  to  the  Stark  ban 
presents  an  enormous  problem  that  may  have  a  negative  impact  on  physicians'  ability  to  provide 
medically  necessary  latjoratory  tests  for  their  patients.  This  problem  needs  to  tie  resolved 
Immediately. 

Shared  laboratories  are  office  latwratorles  that  are  shared  by  several  physicians  to  provide  testing 
for  their  own  respective  patients,  usually  located  In  space  contiguous  to  their  offices,  but  which  do 
not  otherwise  meet  the  definition  of  a  group  practice.  These  are  common  business  arrangements, 
particularly  in  primary  care  settings,  and  are  often  the  only  way  many  physicians  can  afford  to 
deliver  in-offlce  testing  services.  If  a  shared  laboratory  exemption  Is  not  enacted,  a  large  number 
of  physicians  will  be  forced  to  shut  down  their  in-offlce  laboratories  and  to  send  their  Medicare 
patients  to  outside  faciilties-causing  the  patient  added  time,  effort  and  expense-to  obtain  the 
same  services. 

Congress  passed  such  a  shared  latx>ratofy  exemption  last  year  as  part  of  H.R.  1 1 .  Except  for 
President  Bush's  veto,  this  exemption  would  have  been  enacted  into  law.  This  exemption  has 
been  re-Introduced  as  part  of  H.R.  21 ,  introduced  by  Rep.  Dan  Rostenkowski  (0-IL).  We  urge  you 
to  seek  enactment  of  the  exemption  in  H.R.  21 ,  modified  to  eliminate  the  grandfatfier  clause  that 
limits  ttie  exemption  only  to  those  laboratories  In  existence  prior  to  June  26,  1992.   Clinical 
laboratories  owned  by  solo  pfiysldans  and  group  practices  are  exempt  from  the  Stark  ban.  We 
firmly  t>elleve  ttiat  a  confltet  of  interest  Is  no  more  inherent  In  a  shared  lat>oratory  arrangement 
than  in  a  group  or  solo  practice  that  provides  latxKatory  services  to  patients.  Shared  lat>oratorles 
are  a  convenient  and  cost-effective  way  to  provide  quality  patient  testing  in  an  office.  In  this  time 
of  rising  health  care  costs,  it  makes  no  sense  to  prohibit  this  practical  and  economical  way  of 
providing  latwratory  services  to  Medicare  patients. 

Phy8k:)an8  who  partk:lpate  In  latwratory-sharlng  arrangements  have  t>een  waiting  In  limbo  for 
more  tfian  a  year  to  find  out  whether  or  not  ttiey  can  continue  to  prtxvide  irt-office  testing  servtees 
for  their  patients.  Many  are  being  forced  to  form  group  practices  solely  for  the  purpose  of 
providing  patient  testing,  so  as  to  avoid  any  potential  risk  associated  with  the  Stark  prohibition. 
Many  more  have  closed  their  lat>orator1es.  The  Clinical  Lat>oratory  improvement  Amendments 
(CUA)  regulations  have  complicated  this  issue  even  more  because  HCFA  is  requiring  shared 
facilities  to  pay  for  individual  CUA  certificates  (as  well  as  fees  and  Inspections)  for  each  physician 
In  a  shared  arrangement  The  reason  given  for  this  unfair  policy  is  tfiat  shared  laboratories  are 
prohibited  under  the  proposed  Stark  rule. 

HCFA  officials  indicate  that  the  agency  will  not  release  a  final  rule  implementing  the  Stark  law  until 
they  receive  clarification  from  Congress  regarding  the  shared  latioratory  issue.   The  agency  is  well 
aware  that  the  failure  of  the  Stark  regulations  to  protect  certain  types  of  shared  laboratories  Is  a 
significant  problem-over  50  percent  of  the  comments  received  on  the  proposed  rule  addressed 
the  need  for  a  shared  latwratory  exemptlon-but  says  the  matter  needs  to  be  corrected 
legislatively.  Since  the  Department  of  Health  and  Human  Services  (HHS)  doc-3  not  believe  that  it 
has  the  authority  to  grant  a  regulatory  exemption  for  shared  latM,  it  essential  that  Congress 
promptly  enact  the  shared  laboratory  provision  In  H.R.  21 .   Quick  action  would  ensure  tiiat 
physicians  who  are  In  shared  lat)oratory  arrangements  wouki  be  able  to  continue  to  deliver  the 
same  high-quality  dinteal  latwratory  testing  servk»s  to  their  Medkare  patients  ttiat  they  have  in 
the  past 

Thank  you  for  your  consideration  of  our  concerns.  We  look  forward  to  working  with  ttie 
Committee  on  ttils  issue. 


Sincerely, 

American  Academy  of  Family  Physicians 

American  Association  of  Clinical  Endocrinologists 

American  College  of  Physicians 

American  College  of  Rheumatology 

American  Medical  Association 

American  Society  of  Hematology 

American  Society  of  Internal  Medk^e 

American  Society  of  Clinteal  Oncology 

American  Academy  of  Demiatok>gy 

American  College  of  Obstetricians  and  Qynecok)gists 

The  Joint  Coundl  of  Allergy  and  Immunology 
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TESTIMONY  OF  AMERICAN  ASSOCIATION  OF  NURSE  ANESTHETISTS 

As  the  professional  association  that  represents  over  25,000  certified  registered  nurse 
anesthetists  (CRNAs),  which  is  96%  of  the  nurse  anesthetists  in  the  United  States,  the 
American  Association  of  Nurse  Anesthetists  (AANA)  appreciates  the  opportunity  to  provide 
testimony  regarding  anesthesia  payment.  While  the  Committee  has  not  included  a  single 
payment  for  the  anesthesia  care  team  in  its  current  budget  reconciliation  package,  the  AANA 
would  like  to  be  on  record  regarding  this  issue  in  case  it  is  considered  at  a  later  time. 


AANA  SUPPORTS  ANESTHESIA  REFORM 

The  AANA  supports  the  need  for  health  care  reform  in  this  country,  due  to  skyrocketing 
healtii  care  costs  and  lack  of  access  to  health  care  by  millions  of  Americans.  We  believe  that 
anesthesia  providers  must  do  our  part  in  terms  of  helping  to  reform  inefficiencies  in  the 
anesthesia  system  that  result  in  unnecessarily  high  federal  expenditures.  But  as  we  all  struggle 
with  how  anesUiesia  reform  should  occur,  please  keep  in  mind  the  important  role  that  CRNAs 
play  in  providing  patients  access  to  safe,  cost-effective  anesthesia  services. 

PPRC  RECOMMENDATION  ON  PAYMENT  FOR  THE  ANESTHESIA  CARE  TEAM 

Thp,  Physician  Pavment  Review  Commission  (PPRO  Annual  Report  to  Congress.  1993. 
included  a  chapter  on  "Payment  for  the  Anesthesia  Care  Team".  It  found  that  an  anesthetic 
provided  to  a  Medicare  patient  by  an  anesthesia  care  team,  comprised  of  a  CRN  A  and  an 
anesthesiologist,  can  cost  140%  versus  the  100%  cost  if  a  solo  anesthesiologist  provided  the 
anesthetic.  The  Commission's  recommendation  to  Congress  was  Uiat  Medicare  payments  for 
the  team  should  be  capped  at  120%  of  the  payment  to  the  solo  anesthesiologist  in  the  first 
year,  with  the  payment  being  split  50/50  between  the  CRNA  and  anesthesiologist.  For  the 
next  four  years  the  cap  should  be  reduced  by  5%,  such  that  the  permanent  cap  would  be  at 
100%  of  the  payment  to  the  solo  anesthesiologist,  with  the  payment  being  split  50/50  between 
the  two  providers.  The  AANA  supports  a  service-based  reimbursement  policy  in  which 
payment  for  the  anesthesia  service  would  be  120%  of  the  solo  anesthesiologist  cap  when  there 
are  two  providers  involved  in  a  single  case.  However,  we  believe  Uiat  the  division  of  the 
payment  for  the  two  providers  should  be  determined  at  the  local  practice  level,  not  via  a 
federally  imposed  50/50  split. 


AANA  SUPPORTS  ELIMINATION  OF  TEFRA  CONDITIONS  OF  PAYMENT 

The  AANA  is  pleased  that  the  PPRC  chapter  slated  that  the  Health  Care  Financing 
Administration  (HCFA)  should  consider  whether  to  review  the  Tax  Equity  and  Fiscal 
Responsibility  Act  of  1982  (TEFRA)  mandated  conditions  of  payment  Uiat  anesthesiologists 
must  fulfill  in  order  to  be  paid  by  Medicare  for  medically  directing  CRNAs,  to  see  if 
modifications  of  the  conditions  would  permit  greater  efficiencies  without  decreasing  quality  of 
care. 

The  Medicare  Carriers  Manual  details  the  TEFRA  criteria  that  anesthesiologists  must  meet  to 
be  paid  for  medical  direction  as  follows: 

Medical  direction  is  a  covered  service  only  if  the  physician: 

•  Performs  a  pre-anesthesia  examination  and  evaluation; 

•  Prescribes  the  anesthesia  plan; 

•  Personally  participates  in  the  most  demanding  procedures  of  the  anesthesia 
plan,  including  induction  and  emergence; 

•  Ensures  that  any  procedures  in  the  anesthesia  plan  that  he  or  she  does  not  perform  are 
performed  by  a  qualified  anesthetist; 

•  Monitors  the  course  of  anesthesia  administration  at  intervals; 

•  Remains  physically  present  and  available  for  immediate  diagnosis  and  treatment  of 
emergencies;  and 

•  Provides  indicated  post-anesthesia  care. 
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The  TEFRA  payment  conditions  came  about  because  of  abuses  to  the  system  by  some 
anesthesiologisu  who  were  making  windfall  profits  by  billing  for  supervising  CRNAs  when  the 
anesthesiologists  were  not  even  in  the  hospital.  The  TEFRA  conditions  were  adopted  as 
conditions  of  payment  for  anesthesiologists,  specifically  they  were  to  place  anesthesiologists  in 
positions  of  accountability  for  the  services  they  were  claiming  to  provide  as  they  worked  with 
and/or  employed  CRNAs.  The  TEFRA  conditions  have  been  inappropriately  interpreted  by 
most  people  as  quality  of  care  standards  instead  of  conditions  for  reimbursement  of  physicians, 
which  was  the  original  intent.   In  describing  the  medical  direction  criteria  in  the  March  2, 
1983  Federal  Register.  HCFA  stated  that  they  "should  not  be  interpreted  as  standards  of 
practice  or  standards  of  quality,  but  rather  as  a  description  of  those  elements  of  common 
medical  practice  that  are  expected  to  be  present  when  a  physician  has  significant  involvement 
with  an  individual  patient." 

TEFRA  Conditions  Restrict  Full  Scope  of  CRNA  Practice 

Today,  the  AANA  believes  the  TEFRA  conditions  have  had  a  profound  and  adverse  effect  on 
CRNA  practice  and  the  costs  of  anesthesia  services  to  Medicare  Part  B  and  its  beneficiaries. 
They  have  unduly  restricted  the  full  scope  of  CRNA  practice  by  not  allowing  CRNAs  to 
perform  all  the  components  of  an  anesthesia  service  that  they  are  legally  authorized  to 
perform.  The  TEFRA  conditions  have  also  caused  disruption  in  the  flow  of  cases  through  a 
surgery  schedule  when  the  whole  surgical  team  has  to  wait  for  the  availability  of  an 
anesthesiologist  to  start  a  case,  even  though  the  CRNA  is  quite  capable  of  doing  the  procedures 
alone.   For  example,  in  a  Texas  hospital  the  need  to  wait  20  minutes  for  an  anesthesiologist  to 
show  up  for  induction  (the  insertion  of  a  breathing  tube  into  the  patient's  trachea)  is  estimated 
to  have  cost  $160  for  operating  room  time  ($8.00  per  minute  x  20  minutes),  plus  the  cost  for 
CRNA  time.   In  another  Michigan  example,  an  uncomplicated  patient  undergoing  an 
arthroscopy  procedure  under  a  mask  general  anesthetic  must  wait  for  his  case  to  begin  until  the 
anesthesiologist  leaves  another  case  where  the  patient  is  undergoing  emergence  (the  extubation 
of  the  breathing  tube  from  the  patient's  trachea),  even  though  both  patients  are  stable.  These 
examples  reinforce  the  fact  that  the  decisions  as  to  what  level  of  involvement  an 
anesthesiologist  should  have  in  each  case  should  be  made  at  the  local  practice  level  based  on 
facility  preferences  and  patient  circumstances. 

If  providers  working  alone  do  not  need  federal  criteria  to  tell  them  how  to  practice,  then  why 
should  CRNAs  and  anesthesiologists  in  a  collaborative  practice  need  any  federal  criteria,  such 
as  TEFRA,  to  tell  them  how  to  practice?  The  federal  government  should  not  have  a  role  in 
micromanaging  anesthesia  practice  to  the  level  that  it  now  does  under  the  TEFRA  conditions. 

If  an  anesthesiologist  does  not  fulfill  all  the  TEFRA  conditions,  for  example,  if  he  or  she  is 
not  physically  present  for  emergence,  then  he  or  she  can  not  be  paid  for  medical  direction. 
TEFRA  precludes  an  anesthesiologist  who  has  fulfilled  the  other  TEFRA  conditions,  but  is 
absent  for  emergence,  from  receiving  a  medical  direction  payment  for  that  case.  Under  the 
current  TEFRA  conditions,  that  anesthesiologist  would  not  qualify  for  payment  despite  the 
work  effort  involved  in  that  case  and  the  resultant  liability  exposure.  The  AANA  doubts  that 
our  anesthesiologist  colleagues  find  all  of  the  existing  TEFRA  conditions  conducive  to  their 
busy  practices  or  favor  the  federal  government's  intrusion  into  their  practice  decisions.  They 
clearly  must  be  concerned  about  fraudulent  billing  for  medical  direction  if  they  have  not  met 
all  of  the  TEFRA  conditions. 

TEFRA  Conditions  Perpetuate  Costly  2:1  Practice  Ratio 

Most  importantly,  the  TEFRA  conditions  have  often  been  erroneously  interpreted  as  requiring 
anesthesiologists  to  medically  direct  no  more  than  two  CRNAs,  called  a  2:1  practice  ratio. 
This  has  led  to  the  hiring  of,  or  contracting  with,  more  anesthesiologists  to  provide  medical 
direction  and  the  need  to  pay  two  anesthesia  fees  in  more  cases  (the  CRNA  fee  and  the 
medically  directing  anesthesiologist  fee). 

The  AANA  does  not  believe  that  all  CRNAs  must  practice  with  anesthesiologists  in  a  2: 1 
practice  ratio.  The  AANA  continues  to  support  CRNAs  in  whatever  practice  they  choose,  but 
we  believe  that  the  marketplace  should  decide  what  CRNA/anesthesiologisi  practice 
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arrangements  should  be.  The  2: 1  practice  ratio  model  should  not  be  perpetuated  by  federal 
payment  policy.  The  AANA  believes  that  CRNAs  may  choose  to  work  under  the  medical 
direction  of  an  anesthesiologist,  or  not,  as  they  see  fit.  Some  CRNAs  view  their  non- 
medically  directed  services  as  being  the  most  cost-effective  way  of  providing  anesthesia  care. 
Others  must  work  under  the  medical  direction  of  an  anesthesiologist  because  of  the  particular 
hospital  or  medical  staff  philosophies. 

While  approximately  75%  of  CRNAs  are  employed  by  a  hospital  or  CRN  A/anesthesiologist 
group,  the  1991  AANA  membership  survey  data  shows  that  almost  15%  of  CRNAs  are  self- 
employed,  work  for  CRNA  groups,  or  work  as  locum  tenens  (providing  vacation/temporary 
relieO-  Patient  outcomes  data  has  consistently  shown  that  the  anesthesia  provided  by  solo 
CRNAs  is  of  the  same  high  quality  as  that  provided  by  CRNAs  who  work  with 
anesthesiologists  or  by  solo  anesthesiologists.    Therefore,  there  is  obviously  no  safety  or 
quality  reason  to  enforce  an  arbitrary  2:1  practice  ratio,  when  CRNAs  and  anesthesiologists 
working  alone  provide  quality  anesthesia  care. 

Preservation  of  a  system  wherein  anesthesiologists  only  have  to  medically  direct  two  CRNAs 
to  be  paid  as  much  as  if  they  did  a  case  alone,  regardless  of  the  complexity  of  the  cases  or 
patient  acuity  levels,  is  not  the  most  efficient,  cost-effective  allocation  of  resources.  In  1991, 
the  PPRC  recommended  that  "fees  paid  to  an  anesthesia  care  team  be  capped  at  the  solo 
anesthesiologist's  level  because  there  was  neither  a  clinical  justification  nor  a  demonstrated 
benefit  to  the  patient  in  using  the  care  team.   Although  there  may  be  selected  instances  when 
additional  hands  that  are  available  with  a  care  team  are  needed  to  provide  the  service,  the 
decision  to  use  a  care  team  largely  apfiears  to  be  determined  by  practice  style  preferences  of 
providers  and  hospitals." 

The  AANA  agrees  with  this  PPRC  statement.   We  believe  that  certain  types  of  complex  cases 
or  certain  patient  acuity  levels  warrant  more  than  one  pair  of  hands.   As  discussed  in  previous 
Commission  meetings,  however,  a  2: 1  ratio  wherein  an  anesthesiologist  medically  directs  only 
two  CRNAs  may  be  inefficient  in  less  complex  cases.  The  core  issue  that  PPRC  did  not 
address  is  under  what  circumstances  is  it  necessary  to  have  two  anesthesia  providers  involved 
in  a  case? 

Data  Quantifying  CRNA  and  Anesthesiologist  Work  Erfort 

There  is  very  little  data  available  that  quantifies  the  work  performed  by  CRNAs  and 
anesthesiologists  collaborating  in  a  case.  Some  preliminary  data  quantifying  the  work  of 
CRNAs  and  anesthesiologists  has  been  gathered  via  a  1991  AANA  membership  survey  and  a 
1992  pilot  study  of  medical  direction  in  one  California  hospital. 

The  1991  AANA  membership  survey  asked  our  members  about  the  involvement  of  CRNAs 
and  anesthesiologists  in  the  anesthesia  process.  The  AANA  survey  data  showed  that  those 
CRNAs  who  were  medically  directed  by  an  anesthesiologist  still  performed  the  majority  of  the 
anesthesia  components  in  a  case.  In  addition,  a  pilot  study  was  completed  in  1992  at  a  large 
southern  California  county-financed  acute  care  hospital,  which  documented  and  described  the 
function  and  roles  of  CRNAs  and  anesthesiologists  in  clinical  practice  as  members  of  the 
anesthesia  care  team.  Medical  direction  under  the  anesthesia  care  team  was  evaluated  by  both 
CRNA  and  anesthesiologist  team  members,  as  it  occurred  in  the  delivery  of  each  individual 
anesthetic.  The  California  study  results  showed  that  CRNAs  and  anesthesiologists  perceived 
that  only  18-24%  of  the  cases  within  the  hospital  benefited  from  either  two  providers  or 
medical  direction. 

The  PPRC  ignored  the  data  that  was  available  regarding  the  work  effort  of  CRNAs  and 
anesthesiologists  involved  in  an  anesthesia  care  team  and  instead  used  incentive-based  logic  for 
the  purposes  of  perpetuating  the  current  anesthesia  care  team  2: 1  practice  ratio  model.  The 
PPRC  payment  recommendation  is  based  on  the  need  to  continue  a  2: 1  practice  ratio.   On  the 
contrary,  the  AANA  contends  that  the  work  effort  of  an  anesthesiologist  medically  directing 
CRNAs  should  be  based  on  the  complexity  of  the  case  or  the  patient  acuity  level.   A  flat  50/50 
split  of  120%  (or  1(X)%)  of  the  solo  anesthesiologist  rale  in  order  to  perpetuate  a  2: 1  practice 
ratio  ignores  the  reality  that  the  amount  of  anesthesiologist  work  effort  involved  in  different 
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cases  varies  greatly. 

To  further  compound  the  problem,  because  there  are  so  many  anesthesiologists  now  practicing 
in  large  urban  hospitals,  there  is  a  growing  trend  of  a  1:1  practice  ratio  occurring  even  in 
uncomplicated  patient  cases.  This  1:1  practice  ratio  in  large  urban  hospitals  is  alarming  in 
light  of  the  shortage  of  anesthesia  providers  in  rural  hospitals.   Solo  CRNAs  currently  provide 
85%  of  the  anesthesia  in  rural  hospitals,  but  there  is  still  an  anesthesia  provider  shortage  in 
rural  areas.  The  AANA  believes  that  a  more  prudent  public  policy  would  be  to  let  the 
decisions  regarding  CRNA/anesthesiologist  involvement  in  a  case  and  payment  for  the 
collaborating  CRNA/anesthesiologist  be  made  at  the  local  practice  level.  If  this  type  of  a 
change  in  payment  policy  results  in  the  elimination  of  1 : 1  and  2: 1  practice  ratios  in 
uncomplicated  cases  and  the  displacement  of  some  anesthesia  providers  from  large  urban 
hospitals  to  rural  areas,  that  is  a  societal  bonus. 

PPRC's  recommendations  have  alvrays  been  viewed  with  great  respect  by  Congress  because 
they  have  been  based  on  sound  data.  Unfortunately,  the  PPRC  recommendation  on  payment 
for  the  anesthesia  care  team  is  not  backed  up  by  work  effort  data. 

Circumstances  Behind  Adoption  of  TEFRA  Conditions  Are  Nonexistent  Today 

The  TEFRA  conditions  were  adopted  at  a  time  when  there  was  billing  by  "ghost" 
anesthesiologists  who  were  not  even  in  the  hospital.  The  circumstances  that  may  have  driven 
the  adoption  of  TEFRA  10  years  ago  no  longer  exist  for  several  reasons.   First,  there  are  more 
anesthesiologists  in  the  market  to  provide  coverage.  Second,  in  these  times  of  cost 
containment,  no  hospital  or  surgeon  is  going  to  tolerate  an  anesthesiologist  fraudulently  billing 
for  "ghost"  services.  Third,  anesthesia  is  safer  today.  Ten  years  ago  mortality  due  to 
untoward  events  in  anesthesia  was  quoted  as  occurring  in  1:20,000  cases,  a  recent  study  now 
estimates  that  it  is  1:200,000  cases.  This  increased  safety  is  due  to  technological  advances  in 
monitoring,  as  well  as  improved  anesthetic  drugs.   Fourth,  the  ASA  has  adopted  the  TEFRA 
conditions  as  professional  standards.   It  is  the  role  of  that  association,  not  the  federal 
government,  to  enforce  such  professional  standards.   It  is  inappropriate  to  have  the  TEFRA 
conditions  defmed  in  federal  payment  policy  when  they  arbitrarily  create  a  demand  for 
increased  numbers  of  anesthesiologists  and  have  the  effect  of  restricting  the  full  scope  of 
practice  of  CRNAs.   In  summary,  the  circumstances  that  may  have  driven  the  adoption  of 
TEFRA  conditions  as  a  way  for  the  government  to  oversee  medical  decision-making  in  the 
anesthesia  process  are  nonexistent  today.   For  the  above  reasons,  the  AANA  wants  the  TEFRA 
conditions  eliminated. 


STEPS  THAT  MUST  OCCUR  WITH  ANESTHESIA  PAYMENT  REFORM 

1.  A  50/50  split  of  120%,  transitioning  down  to  100%,  of  the  solo  anesthesiologist  rate,  in 
the  absence  of  the  repeal  of  the  TEFRA  conditions,  will  not  correct  the  problem  of  the 
costly  overutilization  of  anesthesiologists. 

2.  A  50/50  split  of  120%,  transitioning  down  to  100%,  of  the  solo  anesthesiologist  rate, 
especially  if  adopted  by  all  insurers,  could  cause  a  disruption  in  CRNA  practice 
arrangements.  If  CRNAs  do  not  have  a  level  playing  field  in  terms  of  equitable  access  to 
clinical  privileges,  they  cannot  compete.  Therefore,  institutions  that  receive  federal 
funding  must  be  restricted  from  discriminating  against  CRNAs,  as  a  class  of  provider,  in 
the  awarding  of  clinical  privileges. 

3.  Therearecurrently  92  accredited  nurse  anesthesia  education  programs  in  the  U.S.  Many 
hospitals  look  closely  at  the  funding  they  receive  for  CRNA-employee  services  when 
deciding  to  initiate  or  continue  their  nurse  anesthesia  education  program.  This  is  because 
many  hospitals  already  receive  insufficient  Medicare  payment  to  cover  the  costs  of 
hospital-employed  CRNAs  who  serve  as  clinical  instructors  to  nurse  anesthesia  students. 
This  is  due  to  the  inequities  in  how  Medicare  pays  for  the  supervision  of  anesthesiology 
residents  versus  the  supervision  of  nurse  anesthesia  students.  Until  December  31,  1993, 
teaching  anesthesiologists  can  be  paid  full  base  and  time  units  for  supervising  Iwq  cases 
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involving  anesthesiology  residents.  CRNA  clinical  instructors  can  be  paid  full  base  and 
time  units  for  supervising  only  oofi  case  involving  a  nurse  anesthesia  student,  t>ecause  it  it 
viewed  as  if  the  case  is  personally  performed  by  the  CRNA.  However,  CRNA  clinical 
instructors  are  qualified  to  supervise  up  to  two  nurse  anesthesia  students  and  they  should  be 
paid  for  doing  so.  CRNA  clinical  instructors  must  be  allowed  to  receive  Medicare 
payment  for  supervising  two  nurse  anesthesia  students. 

Further  decreases  in  Medicare  payments  to  hospitals  that  employ  medically-directed 
CRNAs  may  compound  the  existing  funding  inequities  hospitals  experience  with  nurse 
anesthesia  education  programs.  This  could  have  a  negative  effect  on  the  future  number  of 
nurse  anesthesia  education  programs  and  the  future  number  of  CRNA  graduates,  thus 
contributing  to  the  already  severe  shortage  of  CRNAs. 

The  AANA  believes  that  any  future  change  to  Medicare  payment  for  anesthesia  should 
have  a  neutral  effect  relative  to  the  preparation  of  anesthesiology  residents  and  nurse 
anesthesia  students.  There  should  be  equitable  treatment  in  terms  of  payment  for  the 
supervision  of  anesthesiology  residents  and  nurse  anesthesia  students  by  anesthesiologists 
and/or  CRNAs. 

4.  The  TEFRA  1982  law  also  limited  anesthesiologists  to  medically  directing  CRNAs  in  no 
more  than  four  concurrent  cases.    However,  there  is  no  safety  or  quality  reason  to  enforce 
an  arbitrary  ratio  on  practice  arrangements  when  CRNAs  and  anesthesiologists  regularly 
provide  quality  anesthesia  services  when  working  alone.  If  anesthesia  providers  working 
alone  provide  safe  anesthesia  services,  then  ratio  restrictions  on  practice  arrangements  are 
illogical.  The  AANA  wants  all  payment  policy  requirements  related  to  ratios  of  CRNAs  to 
anesthesiologists  eliminated.  Specifically,  this  would  eliminate  the  current  restriction  that 
anesthesiologists  will  be  paid  for  medically  directing  no  more  than  four  CRNAs 
concurrently.  In  addition,  it  would  eliminate  the  10%,  25%,  40%  reduction  in  base  units 
and  use  of  30  minute  time  units  in  cases  where  the  anesthesiologist  medically  directs  two  or 
more  CRNAs. 


AANA  RECOMMENDATIONS 

If  a  decision  is  made  to  adopt  a  payment  reform  for  collaborative  practice  between 
CRNAs  and  anesthesiologisU,  the  AANA  will  support  such  an  approach  only  if  the 
following  five  actions  occur  concomitantly: 

1.  Eliminate  the  current  Medicare  Conditions  of  Participation  (TEFRA  1982) 
which  an  anesthesiologist  must  fiilfill  in  order  to  be  reimbursed  for  medical 
direction  of  CRNAs. 

2.  Restrict  institutions  that  receive  federal  funding  from  discriminating  against 
CRNAs,  as  a  class  of  providers,  in  the  awarding  of  clinical  privileges. 

3.  Establish  a  payment  methodology  for  an  anesthesia  service  which  involves  one 
or  more  providers  supervising  nurse  anesthesia  students.  There  should  be  two 
payment  formulas: 

a)  Payment  for  the  anesthesia  service  when  there  are  two  providers  (e.g. 
CRNA  and  anesthesiologist)  supervising  up  to  two  nurse  anesthesia 
students  would  be  120%  of  the  solo  anesthesiologist  cap. 

b)  Payment  for  the  anesthesia  service  when  there  is  a  solo  teaching  CRNA 
supervising  up  to  two  nurse  anesthesia  students  would  be  under  the  same 
Medicare  payment  methodology  that  is  used  to  reimburse  a  solo 
anesthesiologist  who  is  supervising  up  to  two  anesthesiology  residents. 

4.  Eliminate  all  payment  policy  requirements  related  to  ratios  of  CRNAs  to 
anesthesiologists,  specifically: 
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a)  Eliminate  the  current  restrictions  that  anesthesiologists  will  be  paid  for 
medically  directing  no  more  than  four  CRNAs  concurrently. 

b)  Eliminate  the  10/25/40  percent  reduction  in  base  units  and  use  of  30 
minute  time  units  for  Medicare  payment  in  cases  where  the 
anesthesiologist  medically  directs  two  or  more  CRNAs. 

Establish  a  service-based  reimbursement  policy  in  which  payment  for  the 
anesthesia  service  would  be  120%  of  the  solo  anesthesiologist  cap  when  there 
are  two  providers  involved  in  a  single  case.  Two  providers  will  be  paid  by 
Medicare  when:  1)  both  providers  are  physically  present  in  the  facility;  and  2) 
both  providers  participate  in  the  care  of  the  patient. 

The  division  of  payment  for  two  providers  would  be  determined  at  the  local 
practice  level.  Distribution  of  the  payment  would  be  made  under  three  payment 
formulas: 

a)  When  the  CRN  A  is  employed  by,  or  under  contract  with,  a  hospital  or 
•  other  entity,  and  provides  the  service  in  collaboration  with  a  second 

anesthesia  provider  (CRNA  or  anesthesiologist)  who  is  not  employed  by. 
or  under  contract  with,  that  entity,  (e.g.  self-employed),  the  payment 
would  be  made  to  the  hospital  or  other  entity  where  the  service  was 
performed.  The  payment  to  each  provider  would  be  made  on  the  basis 
of  a  predetermined  agreement. 

b)  When  the  CRNA  is  employed  by,  or  under  contract  with,  a  CRNA  or 
physician  group,  and  provides  the  service  in  collaboration  with  a  second 
anesthesia  provider  (CRNA  or  anesthesiologist)  who  is  not  employed  by. 
or  under  contract  with,  that  group,  the  payment  would  be  made  to  the 
hospital  or  other  entity  where  the  service  was  performed.  The  payment 
to  each  provider  would  be  made  on  the  basis  of  a  predetermined 
agreement. 

c)  When  the  CRNA  is  employed  by,  or  under  contract  with,  a  CRNA  or 
physician  group,  and  provides  the  service  in  collaboration  with  a  second 
anesthesia  provider  (CRNA  or  anesthesiologist)  who  is  also  employed 
by,  or  under  contract  with,  that  group,  the  payment  would  be  made  to 
the  CRNA  or  physician  group.  The  payment  to  each  provider  would  be 
made  on  the  basis  of  a  predetermined  agreement. 


SUMMARY 

The  AANA  believes  that  there  must  be  reform  in  anesthesia  payment  under  Medicare. 
However,  any  policy  that  is  adopted  regarding  a  single  anesthesia  payment  for  collaborative 
practice  between  CRNAs  and  anesthesiologists  must  also  mandate  the  elimination  of  the 
TEFRA  conditions  which  an  anesthesiologist  must  fulfill  to  be  reimbursed  for  the  medical 
direction  of  CRNAs  and  the  elimination  of  all  requirements  related  to  practice  ratios  of 
CRNAs  to  anesthesiologists.  In  addition,  the  policy  must  restrict  institutions  from 
discriminating  against  CRNAs  seeking  access  to  clinical  privileges.  Finally,  it  must  fairly 
reimburse  CRNAs  for  their  role  in  the  delivery  of  anesthesia  and  the  supervision  of  nurse 
anesthesia  students. 

The  AANA  appreciates  your  consideration  of  our  views  and  looks  forward  to  working  with  the 
Committee  on  anesthesia  payment  reform. 
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APPENDIX  -  ECONOMTC  IMPACT  OF  THE  PPRC  RECOMMENDATION 

Analysis  of  current  payments  to  solo  anesthesia  providers  versus  the  anesthesia  care  team 
reveals  that  Medicare  pays  more  for  cases  performed  by  an  anesthesia  care  team  than  those 
performed  by  solo  providers  (see  Table  1  for  a  sample  hernia  case).  At  the  high  end, 
anesthesia  care  team  payments  for  a  case  may  be  as  much  as  40%  more  than  the  amount  a  solo 
anesthesia  provider  would  be  paid  for  that  case. 

Current  Payment 

The  sample  90  minute  hernia  case,  in  Table  1.  using  a  solo  CRNA  or  a  solo  anesthesiologist 
would  cost  $169.10  under  the  following  formula: 

4  base  units  (complexity  of  procedure)  +  6  time  units  (1  time  unit  per  IS  minutes)  x  $16.91 
(solo  provider  conversion  factor)  =  $169.10 

The  sample  90  minute  hernia  case,  in  Table  1 .  using  a  2: 1  practice  ratio  would  cost  a  total  of 
$224.96  under  the  following  formula: 

4  base  units  -f  6  time  units  x  $11.35  (medically  directed  CRNA  conversion  factor)  = 
$113.35  for  the  medically  directed  CRNA: 

3.6  base  units  (10%  reduction  in  base  units  for  medical  direction  of  two  cases)  +  3  time  units 
(time  units  are  halved)  x  $16.91  (solo  conversion  factor)  =  $1 16.61  for  the  anesthesiologist: 

The  CRNA  and  anesthesiologist  payments  are  $113.35  +  $116.61  =  $224.96  Total 
(this  amount  is  33%  higher  than  the  $169. 10  cost  if  a  solo  provider  had  done  the  case). 

PPRC  Recommended  Payment 

Applying  the  PPRC  recommendation  of  a  total  payment  at  120%  of  the  solo  anesthesiologist 
rate,  split  50/50,  to  the  sample  hernia  case  would  mean  than  the  team  would  receive  $202.92 
(120%  of  the  solo  rate  of  $169. 10).  The  CRNA  would  receive  half  of  $202.92,  which  equals 
$101.45.  The  CRNA  payment  of  $101 .45  is  a  10%  cut  from  the  current  medically  directed 
CRNA  payment  of  $1 13.35. 

Applying  the  PPRC  recommendation  of  an  eventual  total  payment  at  100%  of  the  solo 
anesthesiologist  rate,  split  50/50,  to  the  sample  hernia  case  would  mean  that  the  team  would 
receive  $169. 10  (100%  of  the  solo  rate  of  $169. 10).  The  CRNA  would  receive  half  of 
$169. 10,  which  equals  $84.55.  The  CRNA  payment  of  $84.55  is  a  25%  cut  from  the  current 
medically  directed  CRNA  payment  of  $1 13.35. 

Anesthesiologists  medically  directing  two  sample  hernia  cases  would  break  even  under  the 
PPRC  recommendation  of  100%,  split  50/50.  They  would  make  $84.55  for  each  case,  for  a 
total  of  $169. 10,  which  is  what  they  would  have  been  paid  if  they  had  done  the  case  alone.  If 
they  medically  directed  more  than  two  cases,  they  would  be  paid  more  than  they  would  be  paid 
for  doing  one  case  alone. 

Anesthesiologists  medically  directing  two  sample  hernia  cases  would  actually  make  more 
money  than  if  they  did  the  case  alone  under  the  PPRC  recommendation  of  120%,  split  50/50. 
They  would  make  $101 .45  for  each  case,  for  a  total  of  $202.90,  which  is  20%  more  than  the 
$169. 10  that  they  would  have  been  paid  if  they  did  one  case  alone. 

But  the  major  difference  between  CRNAs  and  anesthesiologists  under  the  PPRC 
recommendation  is  that  a  CRNA  can  only  participate  in  one  case  at  a  time,  while  an 
anesthesiologist  can  medically  direct  several  cases.  If  anesthesiologists  increase  the  number  of 
cases  that  they  medically  direct,  they  could  actually  make  more  money  under  the  PPRC 
recommendation  than  they  do  now.  However,  CRNAs  will  clearly  lose  under  the  PPRC 
recommendation:  an  average  10%  cut  under  a  50/50  split  of  120%  of  the  solo  anesthesiologist 
rate  or  an  average  25%  cut  under  a  50/50  split  of  100%  of  the  solo  anesthesiologist  rate. 
Anesthesiologists  have  a  potential  to  gain  money  under  the  PPRC  approach,  but  for  CRNAs  it 
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is  a  lose/lose  proposition.  The  AANA  cannot  support  payment  reductions  to  CRNAs  which 
could  cause  potential  serious  disruptions  in  practice  and  provide  less  support  for  nurse 
anesthesia  educational  programs.   Instead,  the  AANA  believes  that  the  payment  decision 
should  be  made  at  the  local  level  and  the  marketplace  should  decide  what 
CRNA/anesthesiologist  practice  arrangements  should  be,  not  some  arbitrary  federal 
reimbursement  policy. 


COMPARISON  OF  CRNA  AND  ANESTHESIOLOGIST  SALARY  INCREASES 

The  PPRC  report  notes  that  because  CRNA  salaries  and  fringe  benefits  have  risen  in  recent 
yean,  CRNA  payments  are  a  more  logical  target  for  any  future  cuts.  The  AANA  disagrees 
because  any  increases  in  CRNA  salaries  in  recent  years  are  due  predominantly  to  the  severe 
shortage  of  CRNAs  in  the  country. 

In  addition,  while  CRNA  salaries  have  risen  in  recent  years,  they  have  not  increased  nearly  as 
dramatically  as  have  anesthesiologist  salaries.  Data  in  the  1992  AANA  membership  survey 
lepotXed  that  the  mean  gross  annual  salary/income  for  full-time  CRNAs  employed  by  hospitals 
for  calendar  year  1990  was  $75,233.  The  comparable  figure  for  full-time  CRNAs  employed 
by  CRNA/anesthesiologist  groups  was  $71,079.  The  mean  gross  annual  salary/income  figures 
included  straight  salary,  on-call,  overtime,  and  bonuses. 

Medically  directed  CRNA  salary/income  increases  pale  in  comparison  to  salary  increases  for 
anesthesiologists  as  reported  in  the  April  1992  Anesthesiology  News.  It  noted  that 
*[A]ccording  to  a  nationwide  survey  of  physicians  and  allied  health  care  workers  in  medical 
groups,  direct  median  compensation  for  anesthesiologists  in  1991  was  $220,800,  up  19.4% 
from  $185,000  two  years  ago."  The  $220,800  direct  compensation  included  taxable  salary, 
incentive  payments,  research  stipends,  honoraria  and  taxed  profit  sharing  distribution;  it  did 
not  include  fringe  benefits.  In  terms  of  median  fringe  benefits,  anesthesiologists  in  1991  also 
received  $30,000  in  single  specialty  groups  and  $22,256  in  multispecialty  groups.   Fringe 
benefits  included  retirement  plan  contributions,  life  and  health  insurance,  automobile  or  any 
employer  contributions  to  a  401 K  or  KEOGH  Plan. 


INCREASED  CRNA  RATES  NEEDED  TO  PROVIDE  EQUITY 

The  PPRC  report  also  assumes  that  because  CRNA  Medicare  conversion  factors  have 
increased  in  recent  years,  while  anesthesiologist  conversion  factors  have  decreased,  the  CRNA 
conversion  factors  should  therefore  be  the  ones  reduced  under  anesthesia  payment  reform. 
CRNA  Medicare  conversion  factors  have  risen  in  recent  years  to  correct  a  huge  inequity  in  the 
CRNA  conversion  factors  that  HCFA  established  under  the  CRNA  direct  reimbursement  law. 
OBRA86  directed  HCFA  to  develop  a  CRNA  fee  schedule  under  which  total  payments  for 
CRNA  services  would  equal  the  estimated  total  amounts  that  would  have  been  paid  in  1989,  if 
the  services  were  included  as  inpatient  hospitals  services.   In  January  1989,  HCFA  published 
an  interim  CRNA  fee  schedule  that  was  35%  below  what  would  have  been  paid  under  a 
continued  Medicare  Part  A  pass-through. 

HCFA's  low  CRNA  conversion  foctors  occurred  for  two  reasons.  First,  there  was  a  technical 
error  in  the  fee  schedule  legislation.  A  two-step  budget  neutrality  requirement  forced  HCFA 
to  calculate  the  CRNA  conversion  factors  using  only  the  monies  paid  for  CRNA  services  under 
Part  A  (which  represented  only  65%  of  the  total  CRNA  costs).  Left  out  of  the  equation  were 
the  other  35%  of  costs  of  CRNAs  who  were  physician-employed.  Therefore,  the  interim 
CRNA  fee  schedule  attempted  to  pay  100%  of  CRNAs  with  only  65%  of  the  money  that  had 
paid  out  for  CRNA  services  in  the  previous  year.  Second,  HCFA  admittedly  undervalued 
CRNA  services  by  not  using  the  most  current  and  accurate  AANA  data.  This  undervaluing 
problem  was  eventually  corrected  in  the  CRNA  final  fee  schedule  published  on  July  31,  1992, 
and  financial  corrections  were  made  by  HCFA.   However,  the  only  way  to  remedy  the 
technical  error  in  OBRA86  regarding  physician-employed  CRNA  costs,  that  resulted  in 
inequities  in  the  1989  interim  fee  schedule,  was  for  AANA  to  return  to  the  legislative  arena  to 
secure  feir  Medicare  CRNA  conversion  factors. 
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When  HCFA  was  developing  the  1989  CRNA  conversion  factors,  AANA  had  repeatedly 
contended  that  the  average  amount  per  unit  that  would  have  been  paid  under  a  cost-based 
system  in  1989  for  a  non-medically  directed  CRNA  was  $21.83;  Uie  average  amount  per  unit 
for  a  medically  directed  CRNA  was  $13.83.  These  $21.83  and  $13.85  figures  were  the  basis 
for  the  legislation  in  the  102nd  Congress  which  sought  a  $21.00  conversion  factor  for  non- 
medically  directed  CRNAs  and  a  $14.00  conversion  factor  for  medically  directed  CRNAs. 
AANA  contended  that  the  $21/$14  fee  schedule  would  more  fairly  approximate  what  Medicare 
would  have  paid  in  1989  if  the  CRNA  Medicare  direct  reimbursement  hadn't  been  enacted. 

Congress  agreed  with  AANA  on  the  need  to  increase  CRNA  conversion  factors.  OBRA90 
included  statutorily-determined  Medicare  CRNA  conversion  factors,  effective  January  1,  1991. 
(See  Appendix  7)  While  the  original  AANA-supported  legislation  in  the  102nd  Congress 
would  have  created  a  national  Medicare  CRNA  payment  rate  of  $21  per  unit  for  non-medically 
directed  CRNAs  and  a  $14  per  unit  for  medically  directed  CRNAs,  our  efforts  were  stymied 
by  the  severe  budget  deficit  facing  the  nation.  Congress  was  only  willing  to  aocqH  a  fee 
schedule  proposal  that  would  reimburse  non-medically  directed  CRNAs  at  the  same  level  that 
anesthesiologists  would  be  in  1996,  at  the  end  of  the  RBRVS  transition.    At  that  time, 
anesthesiologist  services  were  estimated  to  be,  on  average,  18%  overvalued.  It  was  envisioned 
that  the  1990  anesthesiologist  average  conversion  factor  of  $20.42  would  be  gradually 
decreased  under  RBRVS  until  in  1996  it  would  reach  82%  of  $20.42,  which  is  $16.73. 

Non-medically  Directed  CRNA  Rates 

Therefore,  the  non-medically  directed  CRNA  conversion  factors  were  set  to  begin  in  1991  at 
$13.30  and  increase  $0.23  per  year  until  they  reached  $16.73  in  1996  (adjusted  by  geographic 
indices).  The  $16.73  is  the  same  rate  that  anesthesiologists  were  predicted  to  receive  in  1996. 

1991  -  $15.50 

1992  -  $15.75 

1993  $16.00 
1994 -$16.25 

1995  -  $16.50 

1996  -  $16.75 

Medically  Directed  CRNA  Rates 

The  medically  directed  CRNA  conversion  factors  were  set  at  70%  of  the  non-medically 
directed  CRNA  conversion  factors.  Therefore,  they  would  begin  in  1991  at  $10.50  and 
increase  $0.23  per  year  until  they  reached  $1 1 .70  in  1996  (adjusted  by  geographic  indices). 

1991  -  $10.50 
1992 -$10.75 

1993  $11.00 

1994  $11.25 
1995 -$11.50 
1996 -$11.70 

When  the  CRNA  rates  under  OBRA90  were  created,  no  one  envisioned  that  anesthesiologist 
services  would  eventually  be  viewed  as  29%  overvalued  under  RBRVS.  The  fact  that 
anesthesiologist  services  were  ultimately  viewed  as  29%  overvalued,  versus  18%  as  originally 
projected,  is  the  reason  that  anesthesiologist  conversion  Actors  have  declined  so  dramatically 
in  recent  years. 

The  fact  that  anesthesiologist  rates  have  declined,  however,  does  not  diminish  the  fact  that  the 
CRNA  increases  under  Medicare  are  justified  by  the  fact  that  they  are  not  higher  than  they 
would  have  been  if  CRNA  services  were  still  paid  for  under  the  hospital  reasonable  cost  pass- 
through.   Any  attempt  to  utilize  a  snapshot  of  CRNA  Medicare  conversion  factors  for  1990- 
1992  as  a  way  of  legitimizing  future  CRNA  payment  cuts  is  a  misrepresentation  of  the  history 
of  CRNA  payment  under  Medicare.  The  higher  OBRA90  CRNA  conversion  factors  merely 
brought  equity  to  CRNA  Medicare  payment,  which  had  been  underpaid  since  1989. 


425 


TABLE  I.  Simulation  of  Medic       Payments  for  Hernia  Repair 

Type  of 
PiacUtioner  and 
Supervision  Ratio 

19:^2 

Payment 

Cap  at  100% 

of  Solo  Rate 

CRN  A/Physician 

Split  50/50 

Cap  at  120% 

of  Solo  Rate 

CRN  A/Physician 

Split  50/50 

Solo  Practitioner 

CRNA 

MD 

$169.10  [100%] 
$169. 10  [100%] 

Payment  per  Case 

$169.10                         $169.10 
$169.10                        $169.10 

2:1  Team.  ToUl 

$^24.96  1 133%] 

$169.10 

$202.92 

CRNA 
Physician 

$113.35 
$111.61 

$84.55  [-25%] 
$84.55  [-24%] 

$101.46  [-10%] 
$101.46  [  -9%] 

3:1  Team,  Total 

$214.81  [127%] 

$169.10      . 

$202.92 

CRNA 
Physician 

$113.35 
$101.46 

$84.55  [-25%] 
$84.55  [-17%] 

$101.46  [-10%] 
$101.46  [    0%] 

4:1  Team,  ToUl 

$204.66  [121%] 

$169.10 

$202.92 

CRNA 
Physician 

$113.35 
$91.31 

$84.55  [-25%] 
$84.55  [  -7%] 

$101.46  t-10%] 
$101.46  [-(-11%] 

Income  per  Hour 

incom?  per  Hpur 

CRNA 

Solo 

Medically  Directed 

$112.73 
$  75.57 

$112.73 
$  56.37 

$112.73 
$  67.64 

Physician 

Solo 
2:1 
3:1 
4:1 

$112.73 
$148.81 
$202.92 
$243.50 

$112.73 
$112.73 
$169.10 

$225.47 

$112.73 
$135.28 
$202.92 
$270.56 

Simulation  of  Medicare  payments  for  a  hernia  repair  (4  relative  value  units  (RVUs)  and  6  time 
units)  to  anesthesia  care  team  and  selected  divisions  of  payment  between  CRNAs  and 
physicians  [anesthesiologists} .  Source:  Rosenbach  and  Ammering  1993  for  PPRC 
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American  Payroll  Association 

New  York  Education  Division 


April   19,    1993 

Mr.  Mike  Willians 

Office  of  the  Honorable  Jin  HcOemotl: 
1707  Longworth  House  Office  Building 
Washington,  DC  20515-4707 

Dear  Hike, 

Thank  you  for  your  time  on  the  phone  today.  Attached  Is  the 
American  Payroll  Association's  position  paper  on  the  Health  Care 
Financing  Administration's  (HCFA)a  proposal  to  require  employers  to 
report  employee  health  plan  information  on  a  new  box  on  Form  W-2, 
Wage  and  Tax  Statement.  The  proposal  is  contained  in  Committee 
Report  103-8,  pages  43-44,  "Background  Katarial  on  Federal  Budget 
and  the  President's  Proposals  for  Fiscal  Year  1994." 

As  we  discussed,  we  feel  this  is  an  ill-advised  provision  which 
should  not  be  included  in  this  package. 

We  understand  that  the  attached  will  be  part  of  the  public  record 
of  the  hearing.  We  would  appreciate  it  if  you  could  ask  your 
Representative  to  raise  these  issues  during  testimony  with  any  HGFA 
representative . 

Thank  you. 

sincerely. 


Carolyn  M.  Kell 

Director,  Government  Affairs 

cc:   Mary  B.  Hevener,  Lee,  Toomey  &  Kent 

Jim  Medlock,  CPP,  Denver  Water  Department 
Nora  Daly,  CPP,  Pacific  Bell 


;10  F.a^i   ?3rd  Stiv.i.  NVn-  York.  NY    1001ti-r,;iHK  •  Phone:  (21'2)  HS6-2030  •  Knx-  (2121  C.86-27R>-) 
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AKBBICAH  PAYROLL  AS£OCIATI0H ' 8 

FOSZTIOH  PAPER  OB 

F09M  H-2  BEPORTIBG  Or  HEALTH  IHSUSABCB 

Pfopoaal:   Th«  Health  Care  Financing  Administration  (*MCFA*) 
has  propos«d  to  require  employers  to  report  in  a  new  box  on 
Form  tf-2  whether  the  employer  has  offered  a  group  health  plan 
(covering  20  or  more  amployeas)  to  the  employee  receiving  the 
Form  w-2,  and  whether  the  employee  had  elected  single  or  family 
health  coverage  under  such  plan.   HCFA  hopes  that  Torn  W-2 
reporting  would  facilitate  enforcement  of  the  'Medicare  as 
Secondary  Payer"  (*MSP')  rules  that  make  Medicare  the 
secondary,  rather  than  the  primary,  insurer  o£  active  employees 
(or  their  spouses)  who  are  age  65  or  over,  and  oC  certain 
disabled  employees  (or  disabled  family  members  of  current 
employees) . 

APA'a  Problama  with  HCPA'a  Fona  W-2  Kaoortiny  ProDOsal:   The 
American  Payroll  Asiociation  opposes  the  requirement  that 
health  benefit  information  be  reported  on  Fom  W-2,  or 
collected  by  employers'  payroll  departments,  for  all  of  the 
reasons  outlined  below, 

(1)  Health  Plan  Parfcigjoation  Data  Is  Wnt  Balnted  fn  Qthwr 
Form  W-2  Data.  This  proposal  would  be  the  first 
expansion  o£  employer  reporting  on  the  Form  W-2  of 
elements  which  do  not  fscilltate  tax  administration. 

(2)  Th.*  Prfloaaal  Affeefcs  All  W-g'a.  But  Weeded  0«t» 
Coneerna  Tin-y  Pare^ntaow  of  Workgnraa.   The  proposed 
change  adds  unnecessary  information  to  the  Fom  W-2 
for  employees  not  affected  by  the  MSP  rules  (i.e., 
where  both  employee  and  spouse  are  under  65  and  not 
disabled).  Employees  affected  by  MSP  rvles  are  a  very 
snail  percentage  of  the  workforce. 

(3)  Tha  Procftaal  Tmaoaeg  tlndue  Wnrdann  nn  Pavrflll 
Depaftmanta.  Many  employers  do  not  collect  data  about 
current  health  plan  coverage  in  a  syatea  convatible 
with  Form  W-2  reporting,  because: 

(a)  BotiMlly,  an  employer's  payroll  system  which 
produces  rotaa   w-2  contains  information  relating 
to  any  health  insurance  deduction  from  the 
estployee's  pay.   This  deduction  Information  and 
ether  payroll  records  usually  do  not  include 
Infonaatlon  HCFA  wants  about  the  health  plan 
coverage  that  is  offered  to  (and  selected  by)  the 
employee; 

(b)  Many  employers  contract  with  a  payroll  service 
organisation  for  the  production  and  maintenance 
of  the  payroll  records,  Including  the  production 
of  the  W-2.   Payroll  service  organisations  will 
not  have  accsss  to  the  health  insurance  benefit 
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(c>  HMlth  plan  years  often  differ  from  calendar 

years,  so  the  proposed  Form  W-2  entry  provldlnq 
health  plan  participation  data  could  change 
durln9  the  year;  and 

(d)  The  eniploy«a's  health  plan  election  could  change 
during  the  year,  ao  the  proposed  Pom  vl-2  entry 
would  not  cover  tha  full  year's  data. 

(4)  HCFA  Wweda  Infarmatton  Mofc  fff>n«.et;«d  >w  Proonnml  .      The 

proposed  Form  w-2  reporting  will  not  provide  BC7A  with 
all  the  information  required  to  enforce  the  MBp 
rules.  Because  the  Form  W-2  will  never  (and  cannot) 
provide  names,  ages,  bins,  or  disability  status  of 
dependents,  KCFA's  costs  of  enforcing  tha  MSP  rules 
may  not  be  decreased  at  all  by  the  proposed  change. 

(5)  gftrm  W-2   Himlth  Plan   P.fcm   Won't:   PfOva   an  MRP 

viQlafelon.  The  infomaticn  required  by  HCFA's 
prtiposal  will  not  neeesearily  prove  that  the  MSP  rules 
have  been  violated.  The  mere  existence  of  a  Form  W-2 
showing  partidi^ation  in  a  "group  health  plan"  does 
not  mean  that  the  recipient  (and  his  spouse  or  any 
disabled  family  member)  must  be  cover^jd  by  Medicare  on 
only  a  secondary  basis.  7or  example,  retired 
employees  covered  by  retiree  health  plans  (that  can 
legitimately  be  aacondary  to  Medicare)  often  receive 
payments  from  former  soployers.  Also«  disabled 
employees  (or  disabled  family  members  of  employees)  in 
snail  group  heiilth  plans  are  oot.  subject  to  the  msp 
rules  (which  apply  only  to  group  health  plans  covering 
100-f  workers).  In  both  of  the  above  cases,  HCFA  may 
wrongly  presume  that  there  is  a  violation  of  the  MSP 
rules,  without  investigating  the  employer  to  obtain 
more  information. 

(6)  Mony  MSP  Vtnlafclona  Will  Wot  be  Dflfceeted  bv  Proposal. 
The  information  provided  will  not  indicate  all  cases 
where  MSP  rules  may  have  been  violated,  because  it 
provide!  no  information  on  certain  persons  (such  as 
independent  contractors)  who  can  be  treated  as  'active 
individuals"  for  whom  Medicare  should  b«  secondary. 

fiuooazz:  In  summery,  this  proposal  provides  HCFA  data  it  does 
not  need,  and  HCFA  will  still  need  data  it  cannot  get  off  the 
Form  W-2.  HCFA's  administrative  costs  will  net  decrease 
significantly,  but  employers'  administrative  costs  of 
collecting  and  maintaining  this  data  will  increase  ^  ,     ^     . 
unnecessarily.  HCFA  should  abandon  this  proposal  and  Instead 
consider  less  far-reaching  Information  reporting  changes  to 
help  adminlater  the  MSP  rules.  HCFA's  reporting  needs  can  Be 
provided  from  employers  to  HCFA  in  a  more  efficient  manner, 
which  does  not  involve  the  Form  W-2  or  any  other  wage  statement 
information  return  or  data  base  maintained  by  a  payroll 
dapartnent. 
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TESTIMONY  OF  THOMAS  A.  BONFIGLIO,  M.D. 
AMERICAN  SOCIETY  OF  CLINICAL  PATHOLOGISTS 


Mr.  Chairman,  I  am  Thomas  A.  Bonfiglio,  M.D.,  president  of  the 
American  Society  of  Clinical  Pathologists.  Although  your  hearing 
today  focuses  on  budget  issues  relating  to  payment  under  Part  B  of 
the  Medicare  program  for  clinical  laboratory  services,     the  inclusion 
of  two  cost  -saving  measures  —  direct  billing  and  a  physician  self 
referral   prohibition   —      both   currently   included   within   the   Medicare 
program,   would  be  ideal   components  of  the  overall  private   sector 
reform  of  our  nation's  health  care  system.  On  behalf  of  ASCP,  I  am 
pleased  to  offer  encouragement  and  support  for  the  inclusion  of 
these   two   measures   within   a  Congressionally  passed   health   reform 
package. 

The  American  Society  of  Clinical  Pathologists  (ASCP)  is  a  nonprofit 
medical  specialty  society  organized  for  education  and  scientific 
purposes.  Its  membership  numbers  more  than  66,000  board  certified 
pathologists,  other  physicians,  clinical  scientists  and  certified  medical 
technologists  and  technicians.  These  professionals  recognize  the 
Society  as  the  principal  source  of  continuing  education  in  pathology 
and  as  the  leading  organization  for  the  certification  of  laboratory 
personnel. 

ASCP  recognizes  the  importance  of  reforming  our  nations  health  care 
system,   insuring   patient   safety   and   containing   the   skyrocketing   costs 
of  medical  care.     The  practice  of  "marking  up"  or  adding  charges  to 
the   usual   and  customary   fees   billed   to  patients,   substantially 
increases   the   cost  of  laboratory   services   without  providing   any 
additional  medical  benefit.   According  to  a  recent  study  by   the  Center 
for  Health  Policy  Studies,  a  national  direct  billing  law  would  save 
between  $2.4  and  $3.2  billion  dollars  a  year. 

Quality  health  care  depends  largely  upon  the  availability  of  reliable 
information  derived  from  diagnostic  or  screening  procedures,  such  as 
that  provided  by  laboratory  tests.  Yet,  despite  the  enactment  last 
year  of  stringent  quality  control  standards  for  clinical  diagnostic 
laboratories,  questionable  financial  incentives  which  influence 
selection  of  a  laboratory  and  of  laboratory  tests  continue  to 
undermine  the  quality  of  health  care.  Fundamental  changes  in  the 
delivery  of  laboratory  services  are  necessary.  If  laboratory  reform 
efforts,  begun  with  the  passage  of  The  Clinical  Laboratory 
Improvement  Amendments  of  1988,  are  to  truly  result  in  better 
patient  care  and  more  reasonable  consumer  costs,  we  believe  that 
enactment  of  a  direct  billing   requirement  is   essential. 
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What  Is  Direct  Billing?  Direct  billing  means  that  laboratories 
request  payment  directly  from  either  the  patient  or  a 
financially  responsible  third  party  (e.g.  an  insurer)  rather 
than   the   physician   requesting   the   test(s). 

Why  Is  Direct  Billing  Necessary?  The  billing  of  physicians 
rather  than  patients  promotes  the  practice  of  mark-up  by  the 
physician,  resulting  in  cost  to  the  patient  or  third  party  payor 
which  may  be  excessive  and  disproportionate  to  actual 
administrative  expense  or  to  any  added  value  provided  by  a 
physician's  interpretation  of  test  results.  In  a  survey  of  1200 
primary  care  physicians  practicing  across  the  United  States,  the 
average  mark-up  on  tests  performed  by  reference  laboratories 
was  139  percent,  as  reported  by  Market  Fact,  Inc.,  in  June 
1988.  The  report  further  stated  that  16  percent  of  those 
surveyed  charged  patients  more  than  three  times  the  price 
billed   by   the   laboratory. 

When  physicians  have  the  opportunity  to  incur  such  financial 
gains,  the  selection  of  the  laboratory,  the  number  of  tests 
requested,  and  the  types  of  tests  requested  may  well  be 
influenced  by  the  potential  for  pecuniary  benefits.  The 
American  Medical  Association's  Current  Opinions  of  the  Council 
on  Ethical  and  Judicial  Affairs  (1986;  Section  6.08)  encourages 
direct  billing,  and  Section  8.08  strongly  discourages  physician 
mark-up  of  laboratory  services  by  recognizing  that  "the 
physician  who  disregards  quality  as  the  primary  criterion  or 
who  chooses  a  laboratory  solely  because  it  provides  him  with 
low  cost  laboratory  services  on  which  he  charges  the  patient  a 
profit,  is  not  acting  in  the  best  interests  of  his  patient." 

Is  Direct  Billing  Fair  To  Physicians?  Yes.  Eliminating  the 
physician  as  middleman  in  the  billing  process  will  not  preclude 
the  physician  from  charging  for  his  or  her  legitimate 
interpretation  of  laboratory  test  results.  Physicians  will, 
however,  be  more  accountable  to  their  patients  for  such 
charges,  since  they  will  no  longer  be  disguised  in  the  test 
mark-up.  This  is  an  important  consumer  protection  feature  of 
direct   billing. 

Can  Direct  Billing  Affect  Quality  Assurances?  Yes.  Enactment 
of   the    Clinical    Laboratory    Improvement   Amendments    of    1988 
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directed  attention  to  the  importance  of  quality  assurance  in  the 
laboratory.  Quality  assurance  programs  require  time,  effort, 
and  expense.  A  laboratory  that  offers  services  at  unreasonably 
low  costs  may  be  incapable  of  adhering  to  recommended 
procedures   intended   to   insure   the   best   possible   clinical   results. 

This  is  particularly  true  for  cytology  screening  services. 
Inadequacies  of  Pap  smear  screening  have  been  the  focus  of 
public  concern.  The  problem  stems  from  incorrect  evaluations 
performed  in  laboratories  in  which  there  was  inadequate 
attention  devoted  to  quality  assurance.  This  screening  test  is 
offered  at  unrealistically  low  cost  as  an  inducement  to 
physicians   to   select   that   laboratory. 

Is  Direct  Billing  Feasible?  Yes.  New  York  and  Rhode  Island 
have  enacted  a  direct  billing  law.  The  Deficit  Reduction  Act  of 
1984  requires  that  laboratories  bill  the  Medicare  Program 
directly  for  services  provided  to  Program  beneficiaries.  In 
addition,  many  states  require  similar  billing  procedures  for 
patients   enrolled   in   Medicaid   Programs 

Is  Truth-In-Billing  (Disclosure)  A  Reasonable  Alternative  To 
Direct  Billing?  No.  Although  some  state  laws  require  that  the 
physician's  bill  to  the  patient  disclose  the  actual  laboratory 
charge,  this  approach  has  proven  to  be  ineffective  and  virtually 
unenforceable.  In  1980,  Congress  adopted  a  disclosure 
requirement  and  a  provision  limiting  the  amount  of  the 
physician's  mark-up  to  a  "nominal  fee"  to  defray  the  costs  of 
specimen  collection  and  handling  for  Medicare  beneficiaries.  In 
1984,  apparently  finding  that  this  provision  did  not  protect  the 
patient  or  the  Program,  Congress  rejected  disclosure 
requirements  and  now  requires  direct  billing.  All  patients 
deserve   the  same   type  of  protection. 

Will  Direct  Billing  Result  in  Lower  Patient  Prices?  Yes.  We 
believe  that  elimination  of  the  physician  mark-up  will  result  in 
lower  prices  to  patients  and  third-party  payors  because 
financial  gain  will  no  longer  provide  the  motivation  for 
physicians  to  order  unnecessary  or  more  expensive  tests.  In 
New  York,  where  direct  billing  for  non-Medicare  laboratory 
services  has  been  in  effect  since  1970,  Medicare  prices 
(determined  on  the  basis  of  non-Medicare  patient  and  third- 
party    payor    prices)    are    lower    than    in    any    other    comparable 
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industrial  state  and  are  17  percent  below  the  national  average. 
We  believe  these  cost  savings  are  attributable  to  direct  billing. 

At  the  very  least,  direct  billing  will  assure  that  the  entire 
payment  for  laboratory  services  is  received  by  the  facility 
actually  rendering  service.  Appropriate  compensation  to 
laboratories  will  permit  them  to  comply  with  the  enhanced 
quality   control   requirements   enacted   into   law   last   year. 

Direct  billing,  by  removing  the  referring  physician's  potential  for 
financial  gain  in  the  selection  of  laboratory  and  test(s),  will  result  in 
improved  health  care.  Tests,  ordered  solely  on  the  basis  of  medical 
necessity,  will  be  provided  by  laboratories  selected  on  the  basis  of 
performance  rather  than  on  the  physician's  realization  of  increased 
revenue.  The  ultimate  beneficiary  of  this  requirement  is  the  patient. 
Therefore,  we  urge  your  support  of  a  national  direct  billing  law. 

Once  again,  thank  you  for  your  efforts  to  improve  our  nation's  ailing 
health  care  system.  I  hope  you  and  your  staff  will  contact  ASCP  for 
any  assistance  that  we  can  provide  to  you.  If  you  have  any  questions 
or  comments,  please  do  not  hesitate  to  contact  either  John  H.  Madigan 
Jr.  or  Alan  Morgan  in  our  Washington  Office  at  202-347-4450. 
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TESTIMONY  OF  AMERICAN  SOCIETY  OF  INTERNAL  MEDICINE 


The  American  Society  of  Internal  Medicine  (ASIM)  is  pleased  to  present  ttie  tollowing  testimony  for 
ttie  record  of  ttie  Ways  and  Means  Sutscommlttee  on  Health  on  budget  issues  relating  to  clinical 
lalwratory  services  and  ptiysician  ownersiiip  and  referral  arrangements.  ASIM  represents  26,000 
Internists  nationwide  wfio  provide  primary  and  sutjspecialty  care  to  Medicare  patients. 

Lataoratorv  Fee  Sctiedule  Reductions 

The  proposed  cuts  In  ttie  Medicare  laboratory  fee  schedule  are  of  concern  to  Internists,  many  of 
wtiom  are  struggling  to  keep  ttieir  office  laboratories  open  at  a  time  when  ttieir  costs  are 
Increasing  due  to  the  requirements  of  the  Clinical  Laboratory  Improvements  Act  (CUA).  We 
tielieve  that  the  administration  and  Congress  should  reassess  the  Impact  of  those  cuts  on  the 
at>illty  of  primary  care  physicians  to  provide  their  patients  with  quality  lat>oratory  testing.   If  It  turns 
out  that  many  physicians  are  In  fact  t>elng  forced  to  dose  their  laboratories  due  to  the  high  costs 
of  complying  with  CUA  and  lower  Medicare  payments,  Congress  should  consider  modifying  ttie 
administration's  proposal  to  allow  for  payments  that  are  sufficient  to  cover  the  costs  that 
physicians  incur  in  providing  their  Medicare  patients  with  the  convenience  of  an  In-office  lab. 
To  allow  for  Congress  to  make  an  Infonned  judgement,  ASIM  recommends  that  Congress  require 
HHS  to  study  and  report  annually  to  Congress  on  changes  In  the  numtjer  of  labs  operated  by 
physicians  and  the  Impact  on  beneficiary  access  to  those  services.  Including  an  assessment  of 
the  impact  of  costs  of  complying  with  CUA  and  reduced  latx)ratory  reimbursement  on  avEiilability 
of  in-office  lat>oratory  testing. 

Exemption  for  "Shared'  Office  Labs 

The  administration  also  proposes  to  extend  the  ban  on  ptiysician  'self-referrals'  to  facilities  ottier 
than  dlnical  laboratories.  ASIM  supports  further  restrictions  on  potentially  abusive  self-refenBis, 
provided  that  "shared"  laboratories  (and  certain  services  that  are  an  intrinsic  part  of  physicians' 
practices,  as  discussed  later  in  our  statement)  are  exempted.  Such  an  exemption  was  contained 
last  year  in  H.R.  1 1 ,  wrtiich  was  vetoed  by  President  Bush,  and  has  tjeen  re-Introduced  as  part  of 
H.R.  21 ,  introduced  by  Rep.  Dan  Rostenkowski  (D-IL).   It  is  essential  that  Congress  promptly 
enact  the  shared  laboratory  provision  in  H.R.  21  so  physicians  who  are  in  shared  office  laboratory 
arrangements  can  continue  to  deliver  the  same  high-quality  clinical  lat>oratory  testing  services  to 
their  Medicare  patients  that  they  have  in  the  past. 

Shared  laboratories  are  office  laboratories  that  are  shared  by  several  physidans  to  provide  testing 
for  their  own  respedive  patients,  usually  located  In  space  contiguous  to  their  offices,  but  which  do 
not  otherwise  meet  the  definition  of  a  group  pradice.  These  are  common  business  arrangements, 
particularly  in  primary  care  settings,  and  are  often  the  only  way  many  physidans  can  afford  to 
maintain  a  lab  for  their  patients.  If  a  shared  laboratory  exemption  is  not  enaded,  a  large  number 
of  physidans  will  be  forced  to  shut  down  their  In-office  laboratories  and  to  send  their  Medicare 
patients  to  outside  fadlities-costing  the  patient  added  time,  effort  and  expense-to  obtain  the 
same  services. 

Clinical  laboratories  owned  by  solo  physicians  and  group  pradices  are  exempt  from  the  Stari<  ban 
on  physician  self-referial.  We  firmly  believe  that  a  conflid  of  Interest  Is  no  more  inherent  in  a 
limited  shared  laboratory  arrangement  than  in  a  group  or  solo  pradice  that  provides  laboratory 
services  to  patients.  Shared  clinical  laboratory  an^ngements  are  a  convenient  and  cost-effedive 
way  to  provide  quality  patient  testing  in  an  office.   In  this  time  of  rising  health  care  costs,  it  makes 
no  sense  to  prohib.1  this  practical  and  economical  way  of  providing  latK>ratory  services  to 
Medicare  patients. 

Physidans  have  been  waiting  for  over  three  years  for  guidance  from  HHS  or  Congress  regarding 
shared  facilities,  and  none  has  been  provided.   Even  now,  physidans  have  no  way  of  knowing 
whether  they  must  restrudure  their  arrangements  or  whether  they  will  t>e  required  to  refund 
payments  received  since  January  1 ,  1992,  the  effective  date  of  the  law.  As  a  result,  many 
physidans  are  Ijeing  forced  to  form  group  pradices  solely  for  the  purp>ose  of  providing  patient 
testing,  so  as  to  avoid  any  potential  risk  associated  with  the  Start<  prohibition.   For  many 
internists,  however,  the  formation  of  a  group  pradice  for  the  sole  purpose  of  providing  patients 
with  latxiratory  services  is  simply  not  feasible.  Therefore,  many  more  have  dosed-or  may  soon 
be  forced  to  close-their  laboratories.  The  uncertainty  and  frustration  experienced  by  physidans 
atx>ut  this  issue  heis  been  compounded  by  the  Department's  dedslon  to  require  shared  facilities 
to  pay  for  separate  CUA  certificates  (as  well  as  fees,  insF>edlons  and  profidency  testing)  for  each 
physldan  In  a  shared  anangement. 

Recently,  a  coalition  of  physician  organizations  sent  a  joint  letter  supporting  the  shared  latK>ratory 
exemption  in  H.R.  21  and  urging  Congress  to  resolve  the  shared  laboratory  problem  at  the  eariiest 
opportunity  this  year.  This  coalition  Includes  the  American  Medical  Assodation,  American 
Academy  of  Family  Physidans.  American  Sodety  of  Internal  Medldne,  American  College  of 
Physidans,  American  Association  of  Clinical  Endocrinologists,  American  College  of  Rheumatology, 
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American  Society  of  Hematology,  American  Society  of  Clinical  Oncology.  American  Academy  of 
ISennatology,  American  College  of  Ot>8tetricians  and  Gynecologists,  and  ttie  Joint  Council  of 
Allergy  and  Immunology. 

The  at>sence  of  a  shared  latraratory  exemption  to  the  self-referral  ban  presents  an  enormous 
problem  that  Is  already  having  a  negative  impact  on  physicians'  ability  to  provide  medically 
necessary  latx>ratory  tests  (or  their  patients.  We  urge  Congress  to  enact  the  shared  laboratory 
provision  In  H.R.  21 .  modified  to  eliminate  the  grandfather  clause  that  limits  the  exemotion  on^  to 
those  laboratories  in  existence  prior  to  June  26.  1992. 

Exemptions  for  In-offlce  Andllan/  Sewlces 

New  self-refen^  legislation  should  also  continue  the  current  exceptions  to  the  general  ban  on 
referrals  In  the  current  law  for  in-office  ancillary  senrices.  Specifically.  ASIM  believes  such 
services  should  Include  laboratory,  x-ray,  EKG,  ambulatory  surgery  centers,  renal  dialysis  facilities, 
holter  monitor  studies,  flexible  fiberoptic  sigmoidoscopy,  stress  tests,  sonography.  ENOO-thyrold 
scans.  Doppler  Vascular  studies,  oxygen  saturation  studies,  chemotherapy,  pulmonary  function, 
and  IV  infusions.  These  ancillary  senrices  are  integral  and  critical  to  the  practice  of  internal 
medicine. 

ASIM  Is  partlculariy  concerned  about  maintaining  the  exceptiori  for  in-office  diagnostic  radiology. 
The  Society  is  aware  that  the  American  College  of  Radiology  is  urging  Congress  to  expand  the 
self-referral  ban  to  x-ray  and  other  radiology  services  provided  by  nonradiologists,  arguing  that 
this  could  be  a  possible  source  of  Medicare  savings.  ASIM  stronolv  believes  that  restrictive 
limitations  on  in-office  diagnostic  radiology  are  not  in  the  best  Interest  of  patients.   Such  a  policy 
would  neither  save  funds  nor  Improve  patient  care.  Instead,  it  would  seriously  inconvenience 
patients,  delay  diagnosis  and  treatment,  and  increase  the  cost  of  care.  To  illustrate,  if  an  elderly 
patient  goes  to  an  internist's  office  complaining  of  a  cough  and  fever,  the  internist  will  perfonn  a 
history  and  physical  examination  on  the  patient.  The  physician  may  order  a  chest  x-ray  if  he  or 
she  determines  one  is  necessary  to  diagnose  whether  the  patient  hcis  pneumonia.  If  the 
physician  has  the  x-ray  done  In-office,  he  or  she  Is  able  to  diagnose  and  treat  the  patient 
immediately.   However,  If  the  physician  is  unable  to  perform  in-office  diagnostic  radiology,  the 
patient  would  have  to  go  to  another  office  or  hospital  to  have  the  x-ray  taken  and  return  for 
treatment.  Not  only  does  this  Inconvenience  the  patient,  but  the  cost  of  the  care  received  may  be 
higher  as  a  result. 

ASIM  strongly  believes  that  no  one  specialty  has  the  exclusive  'rigtrt*  to  perform  imaging  services. 
These  diagnostic  procedures  are  an  integral  part  of  patient  care  in  many  specialties.   In  the 
interest  of  timely  and  quality  patient  care,  we  believe  that  all  physicians  should  be  allowed  to 
perform  in-otfice  diagnostic  radiology  as  long  as  they  have  the  appropriate  training,  experience 
and  demonstrated  competence.  We  urge  the  subcommittee  to  continue  to  orotect  patients' 
access  to  convenient  and  cost-effective  in-office  radiology  procedures  when  considering  new  self- 
referral  legislation. 

Finally,  ASIM  urges  the  subcommittee  to  continue  to  protect  physician  ownership  in  and  refenal  to 
renal  dialysis  facilities  from  any  new  bans  on  self-referral.  There  are  special  circumstances  that 
require  that  'referrals'  to  renal  dialysis  facilities  be  protected  from  legislation  prohibiting  the 
practice  of  self-referrals.   Unlike  most  other  'referral'  facilities,  dialysis  provides  a  medically 
necessary  therapeutic  service.   Because  of  this,  such  services  are  often  an  extension  of  the 
physician's  practice.  For  this  reason,  ASIM  strongly  believes  that  referrals  to  dialysis  centers  by  a 
physician,  even  If  the  physician  has  an  ownership  interest  In  the  center,  should  not  be  prohibited. 

Thank  you  for  the  opportunity  to  submit  comments  on  1994  Medicare  budget  issues  relating  to 
clinical  laboratory  services  and  physician  ownership  and  refenal  anangements.  ASIM  looks 
fonward  to  wori<ing  with  Congress  on  these  and  other  health  care  issues  in  the  future. 
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THE  COUNCIL  OF  NURSING  HOME  SUPPLIERS 

WRITTEN  TESTIMONY 

PRESENTED  TO  THE  WAYS  AND  MEANS 

SUBCOMMITTEE  ON  HEALTH 

ON  THE 

ADMINISTRATION'S  FY  1994  MEDICARE  BUDGET 

APRIL  20,  1993 

Mr.  Chairman  and  members  of  the  Subcommittee,  my  name  is 
Neal  Thrift.  I  am  Vice  President  of  Care  Supply,  Inc.,  a  nursing 
home  supply  company,  and  I  am  also  Chairman  of  the  Council  of 
Nursing  Home  Suppliers  ("CNHS").  I  am  pleased  to  have  the 
opportunity  to  present  written  testimony,  on  behalf  of  the 
Council  of  Nursing  Home  Suppliers,  regarding  the  Administration's 
FY  1994  Medicare  budget. 

CNHS  members  provide  medical  supplies  and  services  to  more 
than  100,000  nursing  home  residents  in  more  than  40  states.  The 
Council  members  furnish  prosthetic  devices  —  which  are  devices 
which  replace  all  or  part  of  an  internal  body  organ  —  prosthet- 
ics and  orthotics,  surgical  dressings,  and  splints  and  casts. 
Many  of  the  products  and  services  that  CNHS  members  supply  are 
covered  under  the  Medicare  Part  B  program.  All  these  products 
are  furnished  to  nursing  home  residents  pursuant  to  physician 
certification  of  medical  necessity.  Many  of  the  products  are 
highly  specialized,  used  by  only  2  to  15%  of  each  facility's 
residents,  and  often  reguiring  the  facility's  nursing  personnel 
to  have  specialized  knowledge  and  training  to  apply  and  use  the 
products  properly. 

Health  care  coverage  and  costs  have  been  the  focus  of 
intense  debate  and  study  for  the  new  Administration.  On  March 
31,  1993,  Acting  HCFA  Administrator,  William  Toby,  outlined  the 
Administration's  Medicare  proposals  which  it  believes  will  help 
curtail  the  enormous  federal  expenditures  for  health  care  costs 
and  at  the  same  time  reduce  the  federal  deficit.  While  the 
Council  supports  most  of  the  ideas  of  the  Administration,  we  do 
have  some  serious  concerns. 

I.  Elimination  or  Reduction  of  Presently  Covered  Medicare 
Benefits  for  Nursing  Home  Residents  by  Reclassifying  Orthot- 
ics and  Prosthetics  and  Parenteral  and  Enteral  Nutrition 
(PEN)  as  Durable  Medical  Equipment  (DME)  under  the  Medicare 
Program. 

Our  main  concern  with  the  Administration's  proposal  is  that 
it  will  eliminate  Medicare  benefits  currently  provided  to  nursing 
home  residents  by  redefining  orthotics  and  prosthetics,  as  well 
as  parenteral  and  enteral  nutrition,  as  DME  under  the  Medicare 
program.  Although  the  majority  of  nursing  home  patients  are 
covered  by  Medicaid  or  private  insurance,  many  are  also  eligible 
for  Medicare  Part  B  coverage.  Currently,  Medicare  Part  B  pays 
for  orthotics  and  prosthetics  and  parenteral  and  enteral  nutri- 
tion when  they  are  provided  to  patients  in  nursing  homes.  In 
contrast,  Part  B  will  not  cover  durable  medical  equipment  sup- 
plied to  nursing  home  residents  because  the  nursing  home  does  not 
qualify  as  the  patient's  "home"  under  current  Medicare  law. 
Therefore,  if  orthotics,  prosthetics  and  PEN  are  "lumped"  into 
the  definition  of  DME,  they  would  no  longer  be  covered  or  reim- 
bursed by  Medicare  Part  B  for  residents  of  nursing  homes.  Hence, 
under  the  Administration's  proposal,  these  important  benefits 
will  be  reduced  or  eliminated  under  Part  B  and  this  poses  diffi- 
culties for  beneficiaries,  nursing  homes  and  suppliers. 

For  private-pay  nursing  home  residents,  the  elimination  of 
Medicare  Part  B  coverage  for  these  products  means  that  the  cost 
of  these  products  would  fall  on  the  patient  or  the  patient's 
family  directly.  Residents  are  already  paying  large  sums  of 
money  for  the  care  they  receive  at  nursing  homes  and  it  will  be 
difficult  for  them  to  absorb  the  additional  cost  of  these  sup- 
plies.  In  the  longer  view,  these  added  costs  would  extinguish 
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the  patient's  assets  sooner,  making  the  patient  eligible  for 
Medicaid,  and  thus  increasing  the  cost  to  the  Medicaid  system. 

For  Medicaid-eligible  nursing  home  residents,  if  these 
products  are  not  paid  by  Medicare  Part  B,  they  will  likely  have 
to  be  paid  by  the  nursing  facilities  as  part  of  their  "routine 
costs."  The  financial  impact  on  nursing  facilities'  current 
payment  rates  would  be  significant  and  costly,  especially  for  the 
patients  who  require  parenteral  or  enteral  nutrition  therapy. 
Many  of  the  sicker  patients  may  stay  longer  in  acute  care  hospi- 
tals and  not  be  admitted  to  nursing  facilities,  which  are  not 
considered  the  patient's  home  for  purposes  of  providing  DME. 
This  could  cause  the  Medicare  system  to  pay  significantly  more 
money  should  hospital  stays  lengthen.  If  the  Administration's 
proposal  to  include  orthotics  and  prosthetics  in  the  definition 
of  DME  is  implemented,  it  may  decrease  incentives  for  nursing 
facilities  to  take  these  acute  or  skilled  patients. 

Folding  enteral  and  parenteral  nutrition  into  DME  presents 
special  concerns.  Currently,  supplier  services  covered  by 
Medicare  Part  B  when  rendered  to  nursing  home  residents  include 
clinical  nutritional  assessment,  timely  emergency  delivery  and 
allocation,  accurate  and  sophisticated  billing  mechanisms  (gener- 
ally electronic  services),  and  patient  training  programs.  These 
services  would  be  eliminated  —  or  nursing  facilities  would  have 
to  assume  them  —  if  reimbursement  for  enteral  therapy  is  discon- 
tinued under  Medicare  Part  B  for  patients  residing  in  skilled 
nursing  facilities. 

II.  Electronic  Billing 

The  Council  of  Nursing  Home  Suppliers  applauds  and  supports 
the  Administration's  proposal  to  adopt  an  incentive  for  electron- 
ic billing.  The  Council  believes,  however,  that  any  charge  for 
submission  of  paper  claims  should  be  waived  when  a  supplier  is 
either  requested  or  required  by  a  Medicare  carrier  to  submit  or 
resubmit  its  claims  in  paper  form. 

III.  Prior  Authorization  of  "Overused"  Items. 

The  Council  believes  that  the  Administration's  proposal  to 
require  that  the  medical  need  of  overused  items  be  demonstrated 
in  advance  of  delivery  to  patients  should  not  apply  to  orthotics 
and  prosthetics  (including  prosthetic  devices  and  parenteral  and 
enteral  nutrition) .  These  products  are  disposable,  generally 
sterile,  supplies  which  are  provided  to  patients  who  have  one  or 
more  organs  or  bodily  part  which  has  ceased  to  function.  If  a 
patient  does  not  receive  a  prosthetic  device  in  a  timely  manner, 
he  or  she  could  suffer  increased  medical  complications. 

For  example,  patients  frequently  remove  their  own  catheters, 
which  are  a  prosthetic  device  used  to  drain  the  bladder.  A 
patient  needing  an  additional  catheter  cannot  wait  to  have  his 
bladder  drained  until  the  Medicare  carrier  approves  an  exception 
to  its  "two  per  patient  per  month"  utilization  screen.  Similar- 
ly, if  a  Doctor  prescribes  2400  calories  of  nutrient  per  day  for 
an  enteral  therapy  patient,  the  patient  should  not  be  forced  to 
wait  until  the  doctor  can  "demonstrate  the  medical  necessity"  of 
2400  calories  rather  than  the  2000  calories  that  the  Medicare 
carrier  normally  allows.  A  patient  in  need  of  many  orthotics  and 
prosthetics  may  be  unable  to  wait  for  physician  clarification 
before  receiving  a  product  which  could  be  necessary  for  survival, 
such  as  nutrients,  or  basic  hygiene. 

IV.  Recommendations 

The  Council  of  Nursing  Home  Suppliers  has  always  advocated  a 
"level  playing  field"  for  both  Medicare  beneficiaries  and  suppli- 
ers.  To  achieve  this  end,  the  Council  believes  that  the  Adminis- 
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tration  should  implement  three  things:  (1)  national  uniform 
coverage  guidelines,  (2)  national  uniform  utilization  screens, 
and  (3)  national  uniform  reimbursement  rates  for  prosthetics  and 
orthotics.  This  would  provide  a  higher  quality  of  medical  care, 
discourage  abusive  practices  and  provide  the  beneficiary  and 
providers  with  a  greater  degree  of  certainty  while  saving  money. 

Mandating  national  reimbursement  rates  for  prosthetic 
devices  is  consistent  with  the  Congress's  earlier  mandates  for 
national  fee  screens  for  parenteral  and  enteral  nutrition  (PEN) 
supplies,  and  "national"  payment  rates  with  regional  variations 
for  durable  medical  equipment  (DME) .  Since  CNHS  members  market 
nationally,  CNHS  members  favor  the  adoption  of  national  fee 
screens,  similar  to  PEN  reimbursement,  rather  than  the  DME  model 
which  permits  regional  variations  in  payment. 

The  Council  of  Nursing  Home  Suppliers,  as  previously  stated, 
supports  the  Administration's  proposal  to  implement  electronic 
billing  incentives,  which  the  Council  believes  will  significantly 
reduce  Medicare's  administrative  expenditures. 

V.  Conclusion 

The  Council  of  Nursing  Home  Suppliers  generally  agrees  with 
the  Administration's  proposal  but  believes  that  the  DME  portion 
is  too  vague  and  needs  to  be  supplemented. 

Mr.  Chairman  and  members  of  the  Subcommittee,  we  thank  you 
for  the  opportunity  to  present  our  views.  We  are  always  willing 
to  be  of  help  to  you  and  your  staff. 

This  concludes  my  statement.  I  will  be  happy  to  answer  any 
questions  that  you  or  members  of  your  Subcommittee  may  have. 
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STATEMENT 
NATIONAL  ASSOCIATION  FOR  THE  SUPPORT  OF  LONG  TERM  CARE 


The  National  Association  for  the  Support  of  Long  Term  Care  is  a 
broad  based  alliance  of  suppliers  and  providers  of  professional 
medical  services  and  products  meeting  the  needs  of  nursing 
facility  residents.   Over  150  companies  are  active  NASL  members. 
Through  our  structure  of  six  working  coalitions  (rehabilitation, 
wound  care,  medical  product  and  supplies,  portable  X-ray, 
clinical  laboratory,  and  pharmacy  services) ,  we  are  able  to 
provide  an  assessment  of  issues  which  would  affect  the  ancillary 
and  support  services  offered  in  the  nursing  facility  setting. 

We  appreciate  this  opportunity  to  (i)  comment  on  the  impact  of 
President's  proposed  reductions  in  Medicare  and  Medicaid,  (ii) 
evaluate  alternative  approaches  and  (iii)  suggest  several 
technical  amendments  which  would  improve  the  efficiency  and 
responsiveness  of  these  public  programs  for  beneficiaries.   Our 
comments  on  the  proposed  changes  are  best  evaluated  in  the 
context  of  the  evolving  role  of  the  nursing  home  industry  in  the 
delivery  of  health  services.   Allow  us  to  first  review  these 
changes . 

I.  Transformation  of  the  Nursing  Facility  Industry: 

Members  of  this  Committee  should  feel  proud  that  they  have  had  a 
significant  role  in  molding  the  dramatic  transformation  which  is 
occurring  within  the  nursing  home  industry.   Nursing  homes  are 
becoming  the  center  for  post  acute  medicare  services. 

Three  dynzunics  have  propelled  this  transformation: 

•  higher  patient  acuity;  Nursing  facilities  have  stepped  up  to 
meet  the  service  gaps  caused  by  hospitals  discharging 
patients  "quicker  and  sicker." 

•  changing  paver  mix:  "Mainstreaming"  has  opened  additional 
payer  sources  for  nursing  facilities  and  enhanced 
opportunities  to  compete  on  market  differentiations  of 
quality  and  program. 

•  regulatory  mandates:  The  nursing  home  reform  amendments 
codified  in  OBRA  87  require  that  facilities  assume  legal 
responsibility  for  helping  residents  achieve  "the  highest 
practicable  level  of  functioning." 

The  continuing  evolution  caused  by  these  three  factors,  (i)  need 
(utilization),  (ii)  market  opportunity  (reimbursement),  and  (iii) 
mandated  changes  (regulations)  have  placed  tremendous  demands  on 
facilities  to  upgrade  medical  professional  services.   Nursing 
facilities  have  strengthened  physician  relationships,  increased 
the  utilization  of  specialty  medical  services  and  supplies  and 
expanded  specialty  programs.   They  have  turned  to  the  members  of 
NASL  soliciting  an  expansion  of  our  support  services  and  progreuns 
to  meet  their  residents  needs. 

II.  Evaluation  of  the  President's  Proposals. 

In  his  "Vision  of  Change  for  America"  address.  President  Clinton 
made  a  compelling  argument  for  his  economic  plan  of  revenue 
enhancements,  targeted  cost  containment  and  stimuli  investments. 
While  we  have  made  no  attempt  to  achieve  a  consensus  view  on  the 
specifics  of  the  package,  members  of  the  National  Association  for 
the  Support  of  Long  Term  Care,  as  do  most  Americans,  share  the 
vision  of  a  strong,  vibrant  economy. 

We  have  focused  our  review  on  the  specifics  of  the  proposed  $62.3 
billion  in  proposed  Medicare  and  Medicaid  program  reductions 
using  three  broad  criteria: 
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•  evaluation  of  changes  on  services  to  beneficiaries, 

•  evaluation  of  changes  on  the  evolving  care  structure, 
and, 

•  evaluation  of  incidence  and  impact  upon  providers. 

Proposed  changes  should  not  curtail  services  to  those  most  in 
need.   The  3  5.6  m   elderly  and  disabled  Americans  who  rely  on 
Medicare  as  their  primary  health  insurance  are  as  dissimilar  as 
they  are  similar,  i.e.,  they  reflect  the  population  at  large. 
Medical  need,  social  support,  living  arrangement,  and  economic 
ability  to  absorb  health  care  costs  differ.   While  few 
generalizations  can  be  made,  two  are  substantiated  by  demographic 
data:  (i)  older  beneficiaries  have  the  greatest  medical  and 
economic  support  needs,  and  (ii)  older  beneficiaries  are  high 
users  of  health  care  services.   Proposed  changes  should  not 
restrict  responsive  care  delivery.   As  suggested  above,  our  care 
delivery  system  has  been  evolving  to  respond  to  these  changes  in 
beneficiary  needs.   Nursing  homes,  home  care  and  related 
community  based  out-patient  delivery  systems  have  emerged  as  the 
responsible  provider  for  post-acute  treatments.   Proposed  changes 
should  be  fair  to  providers.   Medicare  and  Medicaid  must  have  the 
capacity  to  deliver  promised  coverage. 

Applying  these  criteria  to  the  proposed  Medicare  and  Medicaid 
programs  reductions,  NASL  offers  the  following  observations: 

•  Many  of  the  proposed  changes  are  reductions  at  the 
margin  which  can  be  absorbed  with  limited  impact  on 
beneficiary  service  or  delivery  capability.   It  appears 
as  if  a  realistic  effort  has  been  made  by  the 
Administration  to  target  program  reductions  in  a  manner 
which  reflects  the  changing  pattern  of  service  demands 
from  the  acute  hospital  toward  outpatient  and  post- 
acute  services. 

•  The  proposed  reductions  in  DMEPOS  are  a  potential 
problem  for  both  beneficiaries  and  suppliers.   During 
the  past  six  years,  the  Congress  and  the  Health  Care 
Financing  Administration  have  focused  on  a  few  highly 
publicized  program  abuses  to  generate  repeated  changes 
in  both  statute  and  regulations.   Absent  a  settling  of 
requirements,  it  is  difficult  to  know  whether 
beneficiary  access  to  services  have  been  restricted  or 
whether  supplier  delivery  capacity  has  been  impaired. 
Proposed  DMEPOS  containment  initiatives  savings  should 
conform  to  the  projected  savings  from  the  reforms 
incorporated  in  H.R.  21,  and  Congress  should  move  to 
expeditiously  consider  this  reform  package. 

•  The  proposed  reductions  in  clinical  laboratory  services 
will  have  a  tremendously  disruptive  effect  on  the 
availability  and  appropriateness  of  such  services  for 
beneficiaries  residing  in  a  nursing  facility.   While 
linkage  to  market  pricing  might  be  appropriate  for  the 
high  volume,  narrow  product  laboratories  that  market  to 
outpatient  clinics  and  physician  offices,  such 
economies  of  scale  and  product  restriction  are  not 
available  to  the  small  community  labs  which  support 
skilled  nursing  facilities.   Congress  has  recognized 
the  uniqueness  of  these  services  in  enactments  which 
address  trip  and  draw  fees,  and,  NASL  believes  it  is 
appropriate  for  the  Congress  to  differentiate  in  fee 
scheduling  between  services  provided  in  the  nursing 
home  setting  and  those  provided  to  the  general 
population.   Such  a  differentiation  would  encourage 
facilities  to  strengthen  their  medical  programming  to 
support  patients  with  higher  acuities  knowing  that 
their  small  community  labs  will  be  able  to  provide 
necessary  service  supports.   This  carve  out  approach 
preserves  most  of  the  projected  savings  and  assures 
OBRA  and  CLEA  compliance  by  nursing  facilities  serving 
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the  high  risk,  often  non-eunbulatory  beneficiary. 
Attached  is  a  set  of  suggestions  coining  from  some  of 
our  members  which  might  merit  consideration  by  the 
committee  (See  Appendix  A) . 

•  A  similar  concern  needs  to  be  expressed  related  to  the 
proposed  concept  of  bundling  radiology  services. 
Increased  patient  acuity  and  greater  medical  direction 
has  increased  the  demand  for  portable  x-ray  and 
specialized  radiology  services  in  the  skilled  nursing 
setting.   Most  nursing  facilities  make  provision  for 
the  delivery  of  these  highly  specialized  services. 
While  we  are  not  in  a  position  to  evaluate  the  merits 
of  the  proposed  approach  for  hospital  services,  we 
believe  there  is  a  continuing  necessity  for  direct  bill 
capability  for  services  to  the  nursing  facility 
setting.   Changes  which  night  affect  services  in 
skilled  nursing  facilities  must  be  carefully  studied. 

•  The  proposed  change  to  eliminate  the  return  on  equity 
for  skilled  nursing  facilities  will  have  a  negative 
impact  upon  providers.   It  is  the  wrong  time  to  take 
away  this  capital  incentive  for  skilled  nursing 
providers.   OBRA  87  and  subsequent  reforms  initiatives 
at  the  state  level  have  placed  great  demands  on  service 
providers.   To  remove  the  return  on  equity  incentive  at 
the  same  time  that  public  policy  is  requiring 
additional  plant  investments  would  be  to  thwart  the 
infusion  of  necessary  capital. 

•  We  support  the  proposals  to  tightening  estate  and  asset 
rules  under  Medicaid.   NASL  supports  the  Partnership 
for  Long  Term  Care  initiative  launched  by  the  Robert 
Wood  Johnson  Foundation  and  believes  this  concept  will 
help  deterring  unwarranted  asset  transfers. 

III.  Evaluation  of  Alternative  Approaches: 

It  has  come  to  our  attention  that  several  alternative  ideas  have 
been  advanced  to  achieve  similar  or  more  cost  savings  than  those 
proposed  by  the  President. 

Media  reports  have  indicated  that  the  President  may  propose  and 
the  Congress  may  consider  government  price  controls  on  the  health 
sector.   As  others  have  testified  to  the  Committee,  price 
controls  are  ineffective  and  distort  both  the  quality  of  service 
and  the  efficiency  of  its  delivery.   NASL  firmly  opposes  price 
controls.   We  hear  the  idea  of  an  across-the-board  Medicare 
freeze  has  been  advanced.   Such  an  approach  rewards  the  haves  and 
penalizes  the  have-nots.   It  fails  to  recognize  the  changing 
patterns  of  expenditures  from  the  acute  to  the  post-acute 
setting;  it  works  to  the  disadvantage  of  emerging  health  sectors ; 
and  it  undermines  their  responsiveness  to  beneficiaries.   NASL 
strongly  opposes  an  across  the  board  freeze  as  an  alternative  to 
targeted  reductions.   Finally,  we  hear  a  number  of  ideas  have 
been  suggested  to  increase  beneficiary  co-payments  and 
deductibles  as  a  means  of  cost  containment  and  volume  control. 
Suggestions  have  included  ideas  for  increasing  the  age  of 
eligibility  for  Medicare.   We  believe  these  systems  reforms  are 
best  debated  as  part  of  the  anticipated  sweeping  health  care 
reforms  proposals  which  will  be  before  the  Congress  later  this 
year. 

IV.  Ideas  for  Improving  Efficiencies  and  Responsiveness: 

The  focus  of  this  hearing  is  on  measures  which  would  improve  the 
efficiency  and  effectiveness  of  the  Medicare  and  Medicaid 
programs.   Toward  that  end,  we  firmly  believe  that  enhancing  the 
service  capabilities  of  the  nursing  home  industry  will  generate 
l3oth  savings  and  quality  improvements.   Moving  to  improve 
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professional  medical  services  in  the  nursing  home  sector,  we 
believe  the  committee  should  consider,  at  a  minimum,  the 
following  ideas: 

•  DMEPOS/HR  21;   Enact  the  provisions  of  H.R.  21  providing 
statutory  direction  to  the  HCFA  initiative  on  DMEPOS  and 
addressing  specific  concerns  raised  by  beneficiaries  and 
providers  assuring  uniformity  of  coverage,  reimbursement  and 
due  process. 

•  Salary  Equivalency;  Direct  the  Secretary  of  HHS  to  rebase 
the  outdated  salary  equivalency  standard  imposed  on  contract 
suppliers  of  physical  therapy  and  respiratory  therapy.   The 
rate  methodology  is  based  on  a  formula  established  over  2  0 
years  ago.   Current  limits  were  last  reviewed  by  HCFA  over  a 
decade  ago. 

•  Wound  Care:  Clarify  the  coverage  of  wound  care  supplies 
under  Medicare  Part  B  by  changing  the  wording  of  Section 
1861  (s)  (5)  of  the  Social  Security  Act  which  references 
"surgical"  dressings  to  "wound"  dressing. 

•  Access  to  the  Common  Working  File:  Provide  limited  access  to 
the  common  working  file  for  supplies  for  the  sole  purpose  of 
determining  beneficiary  eligibility  under  the  Medicare 
program.   At  present  suppliers  are  required  to  provide 
service  without  assurances  of  beneficiary  status. 

•  Prohibit  Retroactive  Rulemaking:  Any  significant  change 
governing  Medicare  policies,  i.e.,  coverage,  utilization, 
and/or  reimbursement,  should  require  a  minimum  3  0  day  notice 
to  suppliers,  providers  with  the  effective  date  of  any  such 
change  to  be  implemented  on  the  basis  of  dates  of  service  to 
beneficiaries . 

•  Regulatorv  Assessment:  Direct  the  Secretary  to  provide 
separate  assessment  of  rules  on  beneficiaries  residing  in 
nursing  facilities.   Given  the  importance  attached  by  the 
Congress  to  the  OBRA  87  nursing  home  reforms,  it  would  be  a 
significant  reinforcement  of  Congressional  intent  if 
proposed  rules  were  evaluated  not  only  on  their  general 
impact  on  health  services,  but  also  their  specific  impact 
upon  beneficiaries  who  reside  in  nursing  facilities. 

•  Respiratory  Therapv  in  the  SNF  Setting;  Current  statute 
mandates  skilled  nursing  facilities  to  contract  with  a 
hospital  with  which  the  facility  has  a  patient  transfer 
agreement  to  receive  respiratory  services.   This  gives  the 
hospital  a  virtual  monopoly  on  services  dictating  both  price 
and  level  of  service.   Such  an  approach  is  both  inefficient 
and  ineffective.   Respiratory  therapy  should  be  a  covered 
service  in  the  SNF  setting  same  as  other  rehabilitation 
services . 

•  Prescription  Drug  Benefits:  Coverage  for  prescription  drugs 
and  related  pharmacy  services  should  be  better  coordinated 
between  the  Medicare  and  Medicaid  programs  to  ensure  that 
cost-effective  therapy  is  available  to  patients  in  nursing 
facilities. 

V.    Conclusions: 

Members  of  the  National  Association  for  the  Support  of  Long  Term 
Care  (NASL)  appreciate  this  opportunity  to  share  our  views.   As 
we  emphasized  throughout  this  testimony,  strengthening  the 
delivery  capabilities  of  nursing  facilities  offer  the  most  cost 
effective  and  efficient  means  of  delivering  post-acute 
professional  medical  services. 
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We  look  forward  to  working  with  members  of  the  Committee  and 
their  staffs  in  drafting  an  enactment  responsive  to  beneficiary 
needs  and  economic  realities. 
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